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ABSTRACT 
Export-growth relation assumes considerable importance, 
particularly, in the context of developing countries, in view of their 
typical characteristics of dependency on primary exports, which are 
characterised by low elasticity of demand; and manufactured imports 
which experience steady escalation in their prices resulting in the 
deterioration of their terms of trade. Therefore, export-growth 
specification i.e., whether export sector is the leading, lagging or 
neutral sector of the economy is duly significant for its policy 
implications, whereby different sets of policies can be applied to 
varying situations. 
The developing economy of Oman is characterised by ultra-
outward oriented bias. It depends primarily on trade for its survival, 
particularly exporting crude oil as the main, product. It is hypothesised 
that it is disadvantageous for a country to have a single-resource 
economy; because it has adverse effect on economic development 
since the price of petroleum is not completely dominated by the 
producing countries. It is further hypothesised that the tendency on 
the part of oil exporters, to spend income from oil on projects 
which are not beneficial to the national economy coupled with 
overall faulty planning, is to a greater extent, responsible for the 
persistent reliance on oil as a single product. 
In order to verify the above hypotheses, and to analyse 
various aspects of Oman's foreign trade, graphical illustration and 
preliminary conceptual analytical tools, such as averages, 
percentages, growth rates, and ratios have been employed to 
examine the significance and behaviour of different variables 
pertaining to foreign trade. Coppock's instability indices are worked 
out to determine the fluctuations in the growth rates of different 
variables under consideration. Gini-Hirschman coefficient of 
concentration has also been calculated to find out commodity and 
geographical concentration of Oman's foreign trade. In addition to 
this, an attempt has been made to ascertain the link between 
foreign trade and economic development. Simple linear regression 
analysis has been undertaken, in order to study the nature and 
strength of association between exports and imports on one hand, and 
development related macro-economic variables on the other. The said 
analysis has helped, albeit a single factor one, about trends and 
evolution overtime. The study essentially covers the period of 27 
years i.e., from 1973 to 1999, and an effort was made to 
incorporate the latest data into evaluation. However, due to lack of 
previous studies, the present work is bound to have its own 
limitations. Among the major difficulties, the first one is the 
unavailability of some vital statistics, GNP estimates and consumer 
price index for instance, and the second is pertaining to 
methodology in collecting and compiling data, and consequently, 
reliability and comparability of them. For example, the adoption of 
System of National Accounts by Ministry of Development made pre 
and post 1980 data not precisely comparable. Moreover, the 
difference in figures related to the same item in different sources 
of data, in many cases is uninterpretable. 
The Omani economy suffers from structural weakness reflected by 
exclusive dependence on a single depleteable resource and by narrow 
productive base. Primary goods in general and oil in particular face 
very low elasticity of demand. Therefore, such type of economies is 
exposed to external shocks and fluctuations in production and prices. 
This leads to instability in export earnings which in turn disturb 
development budgeting and planning. The said circumstances have 
highlighted diversification as the only hope to get rid of the vicious 
circle of reliance on exports of crude oil, and to broaden the 
productive base of the economy by investing in the non-oil sectors. 
Although oil revenues have the potential to transform the structure of 
the economy, challenges as lack of skilled native manpower, high 
defence expenditure, dwindling oil revenues, weak linkage between 
sectors and incompetitiveness in the global market hamper the 
transformation process. Since the inception of development planning in 
Oman in 1976, diversification, in addition to improvements in the 
standard of living and quality of life, were the broad strategic goals. 
Dominance of oil in exports and government revenues led to internal 
and external structural imbalances (public and BoP deficits). In 1998, 
oil sector accounted for one-third of GDP, 90% of export earnings and 
two-third of budget revenues, a sizable segment of which is spent on 
defence and national security and civilian recurrent expenditure, which 
is essentially unproductive in nature. The dependency of the economy 
on the public sector led to persistent gap between savings and private 
investment. Moreover, the national savings are less than domestic 
savings, because Oman is a net importer of services, this is reflected 
by the fact that the services and private transfers balance experience 
continuous deficit, and that the outward remittances are larger than 
inward remittances. The high contribution of service sector to GDP is 
suggested to be a sequel of Dutch Disease, which leads to increase 
of domestic services' prices relative to domestic tradeable goods, 
whose production becomes less profitable. 
As far as trade policy is concerned, the Omani government 
follows liberal trade policy in general and there is no forex budget. 
While there is no quota or licence system for exports, imports are 
subject to licence but not quota. The indicators show that the 
economy is too open and dependent on the global economy. They 
also show that terms of trade, which are highly affected by the 
ups and downs in oil prices, witnessed persistent deterioration 
against manufactured imports which form the bulk of Oman's 
imports, since the economy suffers from narrow productive base. 
Composition of exports reflects marginal contribution of commodities 
other than oil to the export sector. Most of the Omani exports find 
its way to industrial countries, while recent trend shows increasing 
tendency to import from LDC's, a healthy phenomenon which is to 
be encouraged. 
Commodity and geographical concentration are believed to be 
of destabilising impact on trade. It was observed that commodity 
concentration is associated with economic structure and level of 
development, and that high commodity concentration is associated 
with high geographical concentration. Coppock's instability index (I-
I) was calculated for a number of macro-economic variables for 
three distinctive intervals of high, low and fluctuating oil prices. It 
was found that l-l is high for most of the variables under 
investigation. The highest l-l's were recorded for exports earnings, 
net capital movements, oil prices and revenues (oil production 
shows low l-l), while imports, being indirectly financed by export 
earnings, showed less instability. Under such circumstances of 
uncertainty, there was a tendency to increase production of oil in 
the years of low oil prices, in order to compensate revenues 
losses and not to disturb projected budgets of development plans. 
The collapse of oil prices in 1986 compelled the Omani 
government to devalue its currency. The devaluation could not 
remedy BoP deficit, because oil is faced by very low elasticity of 
demand and because the industrial imports of Oman, whicli liave 
the biggest share in total, experience persistent escalation. 
However, l-l highlights the extent to which macro-economic 
variables respond to instability in oil prices. As far as the 
measurement of concentration is concerned, G-H coefficient of 
concentration shows extremely high commodity as well as 
geographical concentration. That is to say that Oman depends on 
very few goods in its trade, and on few countries in its trade 
relations. Moreover, the figures show no improvement overtime, 
which means that Oman achieved neither diversification nor self 
reliance. 
In order to assess the association between exports and 
imports on one hand, and development related macro-economic 
variables on the other, simple linear regression model was 
employed. The analysis shows highly significant positive relation 
between exports and GDP. The said relation remains significant 
even after excluding exports from GDP. When exports, GDP and 
GNP were computed in real terms, the analysis ascertained the 
previous results and showed that significant per cent of movements 
the real GDP is explained by real exports variation. Furthermore, 
the analysis suggests that the impact of exports is larger on 
service sectors than on agricultural and industrial sectors, and that 
the said impact is stronger on private services. When the annual 
percentage change in export-GDP ratio was regressed on time, the 
trend did not show a decline in overall dependency of GDP on the 
dominant sector. 
The government depended always on oil revenues to meet its 
expenditures and to finance development plans. Oil revenues 
contributed 89.5% of the total in 1973, and 74% in 1996. Strong 
association was observed between exports and public revenues, as 
well as between exports and imports since the later is financed 
through earnings of the former. Imports are significantly associated 
with recurrent expenditure, and to less extent, to development 
expenditure. This may be attributed to high share of consumer goods 
in imports. As for defence, the high imported content explains the 
strong relation between imports and defence expenditure. 
Oman enjoys continuous TB surplus. This is possibly the 
reason for which significant relation was not observed between 
imports and overall balance of BoP, which suffered deficit in many 
years including that of high oil revenues. Imports of merchandise 
goods are positively linked with that of services. This may be 
elaborated by the fact that Oman imported intermediate and capital 
goods for the development process, at the same time it invited 
foreign expertise to make use of these imports. It is noteworthy 
that expatriate labour remittances, in addition to profit remittances 
of PDO foreign partners, are major contributors to the deficit in 
services and private transfers account balance. Direct relation could 
not be detected between exports and net capital movement. 
Nevertheless, significant magnitude of deviations in inflow and 
outflow of capital is explained by exports fluctuations. 
Final consumption is positively linked with both exports and imports, 
since exports earnings meet imports bill. This is reflected by the fact that 
the said linkage is stronger in the case of imports. Moreover, the 
association is stronger between imports and private consumption than 
between imports and government consumption. This suggests that 
consumer goods constituted the majority of private imports, while 
intermediate and capital goods had larger share in government imports 
which are channelled towards infrastructure and oil sectors. 
Savings assume critical importance in a single resource 
economy. Adequate savings are expected to motivate private 
investment in non-oil sector, and therefore, transform the structure 
of the economy. It was found that exports explains 20% of savings 
and that both exports and imports are positively associated with 
investment, as high oil revenues attract new investors to the oil 
sector, while imports of non-oil related goods are undertaken by 
private sector (oil sector is owned by the government). This 
explanation is supported by regression analysis which reveals 
positive and significant relation between imports and private 
investment in non-oil sector. 
Oman's achievement in the fields of education, health, social 
security and public services is commendable. The total enrollment of 
Omanis in elementary schools was 92.3% in 1995. Health indicators 
improved substantially, the number of population per bed decreased 
from 54,833 in 1970 to 485 in 1995. It is, therefore, heartening to 
find that the Government of Oman has accorded due important to 
social sectors which will ultimately pave the way for self-reliance and 
sustainable development. 
To sum up, the present study reveals that the desire of the 
Government of Oman to diversify its productive base and reduce 
dependence on petroleum exports, via trade-development strategy 
has not met with real success, though some positive developments 
in the form of infrastructural development and 'welfare state' 
measures have definitely been observed. 
The present study of 'Foreign Trade and Economic 
Development in an Oil-Based Economy: The Case of Oman' 
comprises the following six chapters. 
1. Introduction 
Chapter one states the problem by highlighting the relevance, 
objectives, time coverage and research methodology, scope, 
sources of the data, and plan of the study. 
2. Trade and Development 
This chapter is devoted to the review of theoretical and 
empirical studies on the relationship between international 
trade and economic growth. Arguments for and against free 
trade, trade policies, and aid are examined in this chapter. 
Many empirical studies in support and against export-growth 
hypothesis in the case of industrial, semi-industrial and 
developing countries are covered in this chapter. In short the 
chapter is a survey of literature on the subject and provides a 
background for further analysis and investigation. 
3. The Oman! Economy: An Overview 
In this chapter a general introduction of the Omani economy is 
given. The chapter covers in somewhat detail, different sectors of 
the economy, it also pays special attention to the problems of 
exclusive dependence on a single depleteable resource. 
Economic diversification and development planning in Oman has 
been analysed so as to provide a base for the subsequent 
chapters. 
4. Structure, Composition, and Direction of Oman's Foreign Trade 
In addition to the above headings, chapter four includes a 
review of development of international payments and trade 
policy in Oman with special reference to WTO. The chapter 
also deals with issues such as comparative advantage, 
openness, and terms of trade. While discussing direction of 
Oman's trade, emphasis is made on Intra-Arab trade too. 
5. Foreign Trade and Economic Development in Oman 
The importance of Oil to GCC countries is highlighted in this 
chapter. Primary content of exports, economic growth, and 
insiability are also given due emphasis. This chapter 
addresses the problem of instability in Oman's exports 
receipts, it also attempts to ascertain the link between exports 
and imports on one hand, and development-related macro-
economic variables on the other, such as GDP, public revenues 
and expenditures, consumption, savings and investment and 
balance of payments etc. 
6. Summary and conclusions 
This chapter provide the summary of the main findings of the 
study and draws conclusion for policy implications. Some 
suggestions on reducing excessive reliance on oil exports, 
have also been given. 
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CHAPTER ONE 
INTRODUCTION 
1.1 HISTORICAL BACKGROUND 
Little is known about Oman in the pre-lslamic period, but 
archaeological studies suggest that Oman was inhabited 5000 years ago. 
However, the year 630 AD was a crucial year which altered the course 
of Oman's history, when Omanis accepted the call of prophet Mohammad 
(pbuh) to IslamV The Islamic era is considered to be the most important, 
as Islam united tribal powers and provided them with political and 
legislative system to establish the society in accordance with it^. 
The discovery of the Cape of Good Hope in the beginning of 
the sixteenth century, attracted attention of the outside powers and 
consequently, Oman was occupied by Portuguese in order to control 
trade routes. They continued to exploit Oman for their own purpose for 
about one and half century. At last they were expelled in 1650^ 
The Omani- British relations were maintained uninterrupted from 
early 18th century until to date. It is noteworthy that many treaties of 
friendship and commerce were signed with British at various points of 
time such as 1798, 1800, 1839 and 1951. In 1965 a resolution was 
adopted in the General Assembly of the UN, demanding the 
elimination of British domination in Oman in any form. Consequently, 
in October 1971, Oman became a member of the UN". It is, however, 
important to notice that Oman remained isolated to a large extent till 
Sultan Qaboos assumed power in 1970^ 
1.2 RELEVANCE OF THE STUDY« 
Foreign trade has traditionally been regarded as the main engine 
of economic growth since it tends to intensify the division of labour, 
increase specialisation and hopefully, bring greater efficiency. Quite a 
few empirical studies (especially on East Asian Economies) have been 
undertaken, establishing a positive correlation between foreign trade 
and economic development. Within the interdependency of the 'global 
economy', it has been demonstrated that growth and development of 
nations are critically linked with the expansion in the world trade and 
its productivity enhancing characteristics. It is, important, to mention 
that smaller the country, the greater is the significance of foreign 
trade for its overal l development on sustainable basis. Hence, 
considering the small size of a country such as Oman, a study of 
var ied aspects of foreign trade and its socio-economic impact 
assumes greater importance and relevance. 
For Oman, foreign trade plays vital role as a stimulator of 
economic development, which is obvious from the fact that foreign 
trade-GDP ratio amounted to as high as 80% in 1998, the matter 
which ref lects ultra openness and dependency on internat ional 
economy. Oman is essentially Oil-based economy which depends on 
oil exports for its needs which ranged between 99.4% and 76.4% of 
total exports in the period 1973 to 1999. Oil revenues serve as the 
catalyst for development, and at the same time they make the Omani 
economy vulnerable to supply and demand f luctuat ions in the 
international Oil market. Dependency on oil had been addressed by 
policy makers as the core weakness of the Omani economy. In view 
of the fact that oil is a non-renewable resource, diversification of the 
economic base arose to be the most sought after strategic remedy to 
sustain the economy in the long-run. 
Chronic trade balance deficit is generally the problem of most 
developing countries because of their high dependence on capital 
imports. Oman on the contrary, enjoys persistent surplus in trade 
balance, albeit with continuous deficit in services and private transfers 
balance, due to expatriate labour remittances, and transfers of profits 
of Petroleum Development of Oman (PDO) foreign partners. The 
exports-imports ratio amounted to 154.7% in 1999, an impressive 
figure which shows the extent to which exports are capable to finance 
imports; the other side of development equation, which if precisely 
chosen (intermediate and capital imports), can stimulate the economy 
to reach its potential, and put the Omani economy on the right path 
of deve lopment , which can not be f inanced forever from the 
expansion and flow of oil and gas revenues. 
To the best of knowledge, no comprehensive study has yet been 
undertaken dealing with varied aspects of foreign trade and linking it 
to socio-economic development of the Omani economy. The present 
study, therefore, attempts to fill-in the gap; hoping to initiate a debate 
among researchers and policy makers on Oman. The study could be 
of some utility to both a serious researcher as well as a student of 
economics on Oman. 
1.3 OBJECTIVES OF THE STUDY 
The present study is a modest attempt to analyse various aspects 
of Oman's foreign trade; to evaluate its performance and ascertain the 
trade-development relationship in general. More specifically, the endeavour 
is to provide a greater insight into the changes in the structure and 
composition of Oman's foreign trade; to identify principal commodities 
(other than oil) which have greater relevance in trade, in order to 
concentrate on these commodities to improve trade performance in the 
long-run. Another objective of the study is to mal<e critical assessnnent 
of geographical concentration of exports and imports, and to study 
Oman's position vis-a-vis its major trade partners. 
Identification of sources of fluctuations in growth rate in exports' 
receipts and deterioration in terms of trade against imports from 
industrial countries is also another objective of this exercise. It also 
aims at examining the relationship between trade and development-
related macro-economic variables. 
To sum up, the broad object ives of this study are: (i) to 
analyse trends in growth of Oman's foreign trade; (ii) examine the 
sources of instability and problems of exports in a single-resource 
economy; (iii) assess the impact of foreign trade on development; and 
(iv) suggest the ways and means of reducing excessive reliance on 
petroleum. 
1.4 HYPOTHESIS 
It is hypothesised that it is disadvantageous for a country to 
have a single-resource economy; because it has adverse effect on 
economic development since the price of petroleum is not completely 
dominated by the producing countries. It is further hypothesised that 
the tendency on the part of oil exporters, to spend income from oil 
on projects which are not beneficial to the economy of the country 
coupled with overall faulty planning, is to a greater extent, responsible 
for the persistent reliance on oil as a single product. 
1.5 TIME COVERAGE AND RESEARCH METHODOLOGY 
The study essentially covers a period of 27 years, from 1973 to 
1999 (except in some cases where data are not available for the 
entire period) and an effort is made to incorporate the latest statistics 
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into the evaluation. The logic behind choosing this time span is that, 
the data prior to 1973 are incomplete, and relatively insignificant for the 
development of the Omani economy. Another reason is that, the period 
should be long enough to analyse the behaviour of trade variables from 
different angles. Moreover, this time period has witnessed many economic 
and political changes in Oman as well as in the Gulf region. Lastly, it is 
in 1973-74 that the first 'oil crisis' took place. 
Consistent data could be obtained from 1973 onwards. Sincere 
effort was made to update the study, some statistics (especially in 
Chapter Four) are for even 1999. The time span under study has 
been divided into three distinct phases; 1974-1981, 1982-1986, and 
1987 onwards, the phases of high, low, and fluctuating oil prices, 
respectively. It has faci l i tated to capture the f luctuations in the 
international oil market, and to establish comparative scenario between 
various time spans. 
Graphical illustration and preliminary conceptual analytical tools, 
such as averages, percentages, growth rates, and ratios have been 
employed to examine the significance and behaviour of different 
variable pertaining to foreign trade. Coppock's instability indices are 
worked out to determine the f luctuations in the growth rates of 
different variables under consideration. Gini-Hirschman coefficient of 
concentration has also be calculated to find out commodity and 
geographical concentration of Oman's foreign trade. 
To ascertain the link between foreign trade and economic 
development, simple linear regression analysis has been undertaken, in 
order to study the nature and strength of association between exports 
and imports on one hand, and development-related macro-economic 
variables on the other. The said analysis has helped, albeit a single 
factor one, about trends and evolution overtime. 
1.6 SOURCES OF THE DATA 
The study is essentially based on secondary sources of data and 
information which is collected from different sources and publications. 
Various yearly and monthly publications providing information on 
populat ion, employment, GDP, exports, imports, composition and 
direction of trade, balance of payments etc., have been consulted. 
Broadly speaking the sources can be classified under two heads: 
(i) National sources: This particularly include the publications of 
(a) Central Bank of Oman (CBO), (b) Ministry of Information, 
(c) Ministry of Development, (d) Ministry of National Economy etc. 
(ii) International sources: It consists of different statistical year Books 
publ ished from IMF, UN, and WB etc. Some of them are: 
(a) Direction of Trade Statist ics Year Book, (b) Balance of 
Payments Statistics Year Book, (c) Government Finance Statistics 
Year Book, (d) International Financial Statist ics Year Book, 
(e) IMF Survey, (f) IMF Public In format ion Not ices, 
(g) International Trade Statistics Year Book Vol. I, (h) National 
Accounts Stat ist ics: Main Aggregates and Detai led Tables, 
(i) World Tables, (j) Social Indicators of Development, (k) World 
Debt Tables. 
1.7 SCOPE OF THE STUDY 
It has been mentioned above, that it is the first comprehensive 
study dealing with trade-development relationship pertaining to Oman 
and is, therefore, bound to have its own limitations. Among the major 
difficulties, the first one is the lack of earlier studies, and the second 
is pertaining to data and the methodology in collecting and compiling 
them. With respect to the first problem, most empirical studies on 
export-growth hypothesis ignored oil-exporting countries and treated 
them as a special case^ even when they were included, there was 
no special reference to them in the results^ As far as the second 
type of difficulty is concerned, data for some vital variables pertaining 
to the Omarri economy were not available in the national sources of 
data. Some examples are GNP estimates (incomplete time series 
est imates of GNI are given rather) . Consumer price index 
( incomprehensive one is given for Muscat c i ty) , Some more 
sophisticated techniques could not be resorted to, due to the absence 
of such statistics. However, real values of exports, imports, GDP and 
GNP as well as terms of trade were employed. 
Another problem regarding data, is the research methodology 
adopted in compiling them, for example, the new methodology of 
System of National Accounts (SNA), has been adopted by the Ministry 
of Development in preparing National Accounts at current and fixed 
prices since 1980, this made the pre and post 1980 data not 
precisely comparable^. The same problem arises when dealing with 
SITC Revision One, SITC Revision Two and Homogenous System. 
In the early years of the period under study, the statistics 
pertaining to the Omani economy were simple, as time passed, the 
number of i tems under the same headings increased, or new 
headings were created. Some times there was no dichotomy between 
different categories, for example, defence expenditure data for the 
period 1973-79, include development expenditure of civilian nature 
(see Table 5.3). Such types of problems made it difficult to compile 
time series data for the entire period without compromising reliability 
and comparability. 
In some cases difference between national and international 
stat ist ics pertaining to tine same items is str ik ing, even among 
different national sources of data, the difference sometimes is very 
huge in such a way that it can not be interpreted. However, each 
and every attempt was made to compile consistent and homogenous 
time series data for specific item from one source, whenever it was 
viable. For the early years of the period covered by the present 
study, international agencies like WB made their own estimates. When 
estimates are carried out by national agencies, it is clearly mentioned 
in some cases that these estimates are broad ones and should be 
treated with caution, if we consider the case of balance of payments 
estimates, we can draw the same conclusion when we look at the 
relatively large figures of errors and omissions. 
1.8 PLAN OF THE STUDY 
The present study of 'Foreign Trade and Economic Development 
in an Oi l -Based Economy: The Case of Oman' comprises the 
following six chapters. 
1. Introduction 
Chapter one states the problem by highlighting the relevance, 
objectives, time coverage and research methodology, scope, 
sources of the data, and plan of the study. 
2. Trade and Development 
This chapter is devoted to the review of theoretical and empirical 
studies on the relationship between international trade and 
economic growth. Arguments for and against free trade, trade 
policies, and aid are examined in this chapter. Many empirical 
studies in support and against export-growth hypothesis in the 
case of industrial, semi-industrial and developing countries are 
covered in this chapter. In short the chapter is a survey of 
literature on the subject and provides a background for further 
analysis and investigation. 
3. The Omani Economy: An Overview 
In this chapter a general introduction of the Omani economy is 
given. The chapter covers in somewhat detail, different sectors of 
the economy, it also pays special attention to the problems of 
exclusive dependence on a single depiateable resource. Economic 
diversification and development planning in Oman has been analysed 
so as to provide a base for the subsequent chapters. 
4. Structure, Composition, and Direction of Oman's Foreign 
Trade 
In addition to the above headings, chapter four includes a review 
of development of international payments and trade policy in 
Oman with special reference to WTO. The chapter also deals 
with issues such as comparative advantage, openness, and terms 
of trade. While discussing "direction of Oman's trade, emphasis is 
made on Intra-Arab trade too. 
5. Foreign Trade and Economic Development In Oman 
The importance of Oil to GOG countries is highlighted in this 
chapter. Primary content of exports, economic growth, and 
instability are also given due emphasis. This chapter addresses 
the problem of instability in Oman's exports receipts, it also 
attempts to ascertain the link between exports and imports on 
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one hand, and development-related nnacro-economic variables on 
the other, such as GDP, public revenues and expenditures, 
consumption, savings and investment and balance of payments etc. 
6. Summary and conclusions 
This chapter provide the summary of the main findings of the 
study and draws conclusion for policy implications. Some 
suggestions regarding excessive reducing reliance on oil exports, 
establishing import substitution industries. 
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CHAPTER TWO 
TRADE AND DEVELOPMENT 
2.1 INTRODUCTION 
The relationship between international trade and economic 
development in the last few decades, has been a subject of intense debate 
among economists and policy makers belonging to different schools of 
thought. Neither theory nor empirical work could provide conclusive 
evidence on the nature of the relation between the two. Extensive 
empirical work has been undertaken; only to provide mixed evidence, 
which has been criticised on the basis of methodology and data. 
In this chapter we will review the theoretical as well as empirical 
background of the subject, giving greater weight to the later. Further, we 
will discuss the arguments for and against free trade, which will, 
consequently, lead us to two major commercial policies vis-a-vis export 
promotion and import substitution, then we will review some of the 
empirical work on less developed countries (LDC's), developed countries 
(DCs) and newly industrialised countries (NIC's). 
Trade is about exports and imports, however, most of the research 
attempted to test the export - growth hypothesis, and to analyse industrial 
and agricultural content of exports. The discussion about imports is 
embedded in the sense that the exports of one country are the imports 
of the other. Another important point is that, a distinction has to be made 
between economic development and economic growth, the two should 
not be taken as synonyms. Since development is a complicated and 
continuous process, growth being one of the major components of 
development has been used as an indicator. 
13 
2.2 THE ARGUMENTS FOR FREE TRADE 
Economists who support trade are of two kinds, one very optimistic 
represented by Haberler^ who considers free trade as best policy for 
economic development, since it enables LDC's to optimise resource 
utilisation and subsequently maximise their output, free trade helps 
LDC's to optimise consumption, widen markets and transfer technology. 
Haberler sees free trade as an 'engine' for growth. 
The other group does not consider the over optimistic approach that 
trade is an engine of growth; it considers it handmaiden rather. Among 
this group are, Balassa^, Lewis^ Kruger^ Kravis^ chenery^ and 
Mechaely^ In Ranis^ words "... the less developed economy should treat 
trade not as an engine of growth but as an additional efficient machine 
of production at its disposal transforming exports as inputs into imports 
as outputs". 
Trade optimists see that developing countries can enhance their 
growth by exporting primary products. If a developing country specialises 
in one or two staple commodities, it will widen the market for exports, 
leading to more productive utilisation and efficient allocation of 
resources. According to the staple theory of economic development^ 
the aforesaid specialisation invites higher domestic saving and investment, 
and there will be higher Inflow of factor inputs into the growing export 
sector, and will result in changing backward and forward linkages with 
other domestic economic sectors. 
On the basis of Adam Smith's vent for surplus theory of trade, Mynt^ ° 
considered the case of many countries in Asia and Africa, which became 
capable of intensive utilisation of physical and human resources to 
produce food products like rice and cocoa for export purposes as a 
result for the expansion of trade with other countries. 
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Among other benefits of trade which are supported by empirical 
work, benefits of returns to scale, increasing efficiency, improving 
product ion and technological change. Free trade leads to higher 
investment in comparative advantage industries and results in higher 
productivity in factors of product ion" . In addition to that free trade, 
creates larger markets by producing for the global market, that results 
in technological transfer and enhances labour and managerial skills. By 
increasing income and consumption, trade motivates more desire to 
purchase, leading to new fields of production and higher productivity^^ 
Trade is very important for countr ies which lack machinery 
manufacturing. Since they import most of their machinery and equipment, 
exports become an important source of revenue, which enables LDC's 
to import their needed capital and consumer goods. This means that 
export growth leads to import growth, as agriculture is one important 
activity in LDC's and it is linked to the domestic market more than to 
export sector. So without expansion and improving agricultural production 
and income, the LDC's will remain poor and industries weak due to lack 
of markets ^^ On the other hand, the modern theory of development 
emphasises on increasing returns to scale, export sector dynamic spill 
over and the effect of exports externalit ies as a leading sector in 
spreading new technology to other sectors and industries^''. 
2.3 THE ARGUMENTS AGAINST FREE TRADE AND FREE TRADE 
LIMITATIONS 
Prebisch and Singer^^ don't share views with neo-classical economists 
on benefits from trade, because price mechanism in developing countries 
does not function in accordance with perfect competition, therefore, neo-
classical theory is not viable in developing countries. Moreover, terms of 
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trade deteriorate in the long run and becomes unfavourable for LDC's, so 
LDC's have to follow domestic market based industrialisation policy to 
negotiate for better terms of trade with advanced countries. On the same 
lines with Prebisch and Singer, and in his own words, MyrdaP^ criticised 
trade bias and unequal exchange "... trade operates with a fundamental bias 
in favour of the richer and progressive regions, and in disfavour of the less 
developed countries". 
Prebisch^^ believed that if a developed country is engaged in trade with 
a developing country, the later will be at the disadvantageous position, 
because it causes deterioration in terms of trade and leads to deficit in 
balance of payments. Prebisch divided the world into two categories, 
industrial countries (centre) and developing countries (periphery). Trade 
between the two transfer the benefits of technological advancement to 
the former, whereas, it affects the balance of payments in developing 
countries due to difference in income elasticises of demand for different 
types of goods. He provided a historical evidence for deterioration of 
the price ratio between primary and manufactured products, where income 
of factors of product ion increases with increasing product iv i ty in 
developed countries, while due to population growth and labour surplus 
in developing countries, productivity grows at slower rate, subsequently, 
prices of f inal goods increase more in developed countries than in 
developing countries, the thing which leads to deterioration of price ratio 
between primary goods and manufactures. Another reason for this 
phenomenon is secular trend deterioration, which results in less export 
earnings on the part of developing countries because of low elasticity 
of demand for primary products that comprise the bulk of developing 
countries' exports. Within 2 x 2 framework and for a given growth in the 
world income, lower income elasticity for primary goods will cause 
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deter iorat ion in primary products export ing countr ies ' balance of 
payments, terms of trade and currency; because imports grow faster ttian 
exports. If population growth is taken into account the situation will 
worsen and the gap will increase^^. 
Nurkse^^ discussed the undesirable effects of trade on LDC's where 
trade leads to a lopsided economic growth, in which the production of 
primary goods for export is heavily financed by foreign capital, while 
the non-export sectors remain backward. Tropical countries are an 
example of dualistic economy created by trade with advanced countries, 
where the opening of developing economies for trade with developed 
countries motivated foreign investment to flow in. 
Many factors contribute to limit benefits from trade. Emergence of 
export pockets and the imperfections in the domestic market inhibit full 
utilisation of comparative advantage, inflexible mobility of resources in 
accordance with foreign and domestic supply and demand, foreign 
restrictions on exports and weak demand for primary goods. All these 
factors reduce developing countries' capacity to import^°. Other factors 
contribute to create enclave development, due to the capital-intensive 
nature of export sector, with weak linkage with other traditional sectors. 
Among these factors are the surplus of labour which can be absorbed in 
export sector without significant effect on the rest of the economy, 
segment of trade benefits is shared by foreigners in form of profits which 
don't help in domestic development, and lastly, income of labour is spent 
on imported goods rather than domestic ones^^ Other problems faced 
by LDC's, when trading with developed countries, are related to the 
nature of advanced economies and their trade policies, among these 
problems are concentration of demand in commodities of low primary 
imported content , replacement of natural mater ia ls by synthet ic 
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mater ials, out of technological advancement, and the restrict ions 
imposed by advanced countries on primary and manufactured exports 
of developing countr ies". 
2.4 TRADE POLICY AND ECONOMIC DEVELOPMENT 
Commercial policies in LDC's can be classified into two groups, 
one doesn't adopt optimisation criterion and impose restrictions on 
imports, and the other adopts export promotion policies. The logic that 
first argument rests on is that the growth rate of the non-agricultural 
sector should be greater than the growth rate of domestic demand, which 
can be achieved via import substitution. On the other hand the second 
argument is based on histor ical evidence from outward-or iented 
countries as well as on economic justif ications. 
The same arguments which were advanced for free trade are 
appl icable for export promotion policy, however, it is argued that 
vu lnerab i l i t y of smal l open economies for in te rnat iona l market 
fluctuations and instability of exports earning have a harmful effects on 
the economies of LDC's, for these reasons, import substitution has been 
advocated taking various factors that limit LDC's benefit from free trade 
into account". Other justifications for import substitution are roughness 
of international competit iveness (which hampers natural substitution). 
Weakness of export support ing sector and inadequacy of exports 
earnings for importing goods necessary for development2^ 
Since most of the LDC's have limited domestic markets, import 
substitution policy leads to the establishment of inefficient undersized plants, 
it also results in distortions in the market via monopoly and oligopoly". In 
spite ofthe fact that import substitution seems to be easy in the beginning, 
when imported inputs used in production at the initial stage in which 
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advanced technology is not needed and the optimum size of the plant is 
not large. As development proceeds, and the need for production of 
intermediate goods arises, this policy becomes costly due to high cost 
generated by undersized plants and inferior technology^^ At this juncture, 
higher rates of production are required because intermediate goods are 
very sensitive for returns to scale, and the unit cost will be higher at low 
production levels^^. These arguments are supported by the empirical 
evidence provided by Heirger^^ shows that the concentration of 
protection in favour of particular industries had a negative effect on 
economic development in 50 LDC's over the period 1960-70, since the 
said policy deprived LDC's from benefiting from existing technology. On 
the contrary to import substitution, export promotion seems to be difficult 
in the beginning, but it bears fruit in the end. Export expansion is difficult 
for LDC's for being bound to tough terms regarding quality and delivery, 
but as the production and marketing skills improve, the process becomes 
easier^^. It is, however, important to point out that export promotion policy 
will not be effective if accompanied by inadequate policies on the 
domestic market, such as encouraging import substitution, overvalued 
exchange rate and quantitative restrictions on imports, etc.^° 
The empirical evidence from NIC's^^ shows that the structural change 
provided strong link between exports and growth in outward-oriented 
economies, with export sector as a stimulator for such change all over 
the economy via technical innovations, and spread of intensive skill 
human capital externalities which yield higher productivity. The dynamic 
expansion of export sector based on specialisation in manufactured 
exports, was the force behind economy's modernisation; export sector 
expansion is caused by change in export base in accordance with 
demand change in the international market. 
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2.5 TRADE vs AID 
'Trade not aid' a slogan gained momentum in developing countries 
due to repercussions of foreign debt. ThiriwaP^ ^jred to verify whether 
the worth of one unit of foreign exchange from exports, is more than the 
worth of that from exports using two criteria for comparison; one is 
between trade and aid component in an equal amount of foreign aid, 
and the other is between exports and equal amount of foreign assistance. 
In both the cases he did not find evidence to support the popular slogan, 
as well as to the notion that the propensity to save resulted from foreign 
aid is less than that from exports. According to this argument foreign 
borrowing saves excess cost of import substitution. 
The arguments outlined above, however, don't accord with most of 
the economists who participated in the Colombia Conference on 
International Development in 1970, where they refused the trade aid 
specification of the commission on International Development, headed 
by L.B. Pearson in 1969, on the grounds of unfavourable trade conditions 
faced by LDC's. The commission that was established to promote 
cooperation between rich and poor countries, for the betterment of later 
in the Post World War II era, assumed that there is an association 
between trade and aid, and that the expansion of aid will be replaced 
by exports earnings in the future". 
Theoretically speaking, trade and aid spare country's inefficient 
domestic production of import inputs, moreover, they are additional real 
resources available for the country. On the other hand, trade is 
traditionally believed to be an engine for growth, welfare increasing 
factor, as well as industrialisation stimulator. But unlike aid, its not tied 
and it does not contribute in increasing external debt. It is difficult. 
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however, to distinguish between trade and aid when attached to each 
other via tied aid^". 
Without attempting to list all the aspects said to characterise aid, 
it's worth pointing to a few which have been stressed. When a developed 
country grants an aid to establish particular project in a LDC, project 
imports should be from the donor country, in addition to transportation, 
insurance and feasibility study services. Another important aspect is that, 
the recipient country has to purchase initially from the donor, may be for 
h igher p r i ces , a process which enta i l purchas ing spare par ts , 
maintenance contracts and technical advice. Moreover, it is noticed that 
projects with high imported content is entitled for more aid than that of 
higher domestic content, not overlooking the capital import intensive 
nature of such projects". 
2.6 EMPIRICAL STUDIES ON TRADE AND DEVELOPMENT: A SURVEY 
2.6.1 IN SUPPORT 
2.6.1.1 GENERAL STUDIES 
One of the earliest studies attempted providing specific hypothesis 
on the relationship between exports and growth, is the study of Emery", 
in which he studied 50 developed and developing countries from 1953 
to 1963. Emery suggested that this relationship might be clear in the 
countries where increments in its exports are significant and sustainable 
(11% p.a or more), more than in the countries with marginal increments. 
He found that there is inter-dependent causal relationship between the 
two variables i.e., average rate of growth of per capita real GNP and 
average rate of growth in current account. In general, an increase in exports 
stimulates increase in total economic growth, albeit the relationship is not 
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uni-directional. The increase in exports provide wherewithal for the country 
to increase innports which are necessary for development process. He found 
that the most important correlation was between exports and GNP, and that 
for 2.5% increase in exports there is 1% increase in per capita real GNP, 
the last result is of high statistical reliability. 
Using a large mixed sample, Sawhney and DiPietro^'' studied the 
case of 120 advanced and LDC's from 1965 to 1980, within a production 
function framework, to investigate the impact of exports on growth and 
how does it change in accordance with the level of development. Taking 
labour and capital into consideration, they used growth rates of labour, 
capital and exports for 4 major development groups, classified with 
respect to their income, which comprise 39 low-income, 34 middle-
income, 24 upper-middle income, 19 industrial market countries and 4 
high-income oil exporters. The researchers found that, the growth in 
factors of production 'seems to be' more important in determining the 
total level of growth in accordance with level of development, and that 
exports growth follows wave pattern with development as development 
process proceeds. They suggested that export sector is the most 
important for industrial sector, then for service sector and lastly for the 
agricultural sector. The results of this study support the export-led growth 
hypothesis, and that export performance is influenced by the level of 
development. They also found that there is a significant difference between 
different development groups in the coefficient of factors of production, that 
may be attributed to technological factors, which explain the relative 
importance of factors of production as development proceeds. 
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2.6.1.2 SEMI-INDUSTRIALISED COUNTRIES 
In an eleven country study, covering the period from 19G0 to 1973, 
Balassa^^ examined the impact of exports on economic growth in the 
developing countries with established industrial basis, and whether 
export promoting policies resulted in better economic performance than 
import substitution ones. The period under study has been divided into 
2 sub-periods 1960-66 and 1966-73. Balassa estimated the relationship 
between total exports and GNP on one hand and manufactured exports 
and industrial outputs on the other. The study revealed that tbe statistical 
signif icance of estimations improved from the first to the second sub-
period, which may be partially explained by the low level of manufactured 
exports in the first sub-period. The study also revealed the importance 
of indirect impact of exports, by deducting the value of exports from the 
GNP. Furthermore, when it was assumed that the individual growth rate 
of exports is equal to that of the total sample, Balassa found that the 
GNP of Korea and Taiwan would have been smaller by 37% and 35%, 
respectively, while greater by 14%, 12%, and 8% for Chile, India and 
Mexico, respectively. By applying the same assumption to per capita 
income, it would have been smaller by 43% for Korea and 33% for Taiwan, 
and greater by 2 1 % for Chile, 22% for India and 17% for Mexico. 
Moreover, when incremental export-GNP ratios which conform with that 
by using export growth rate were used, the estimation results showed 
that trade orientation is an important factor in explaining income growth 
difference among different countries. It also showed that the increase in 
income has been achieved by low cost investment in export promoting 
countries in 1960-73, and that the incremental capital-output ratio 
improved overtime in these countries as the intensity of export promoting 
policies increased. In Brazil for example, this ratio went down from 3.84% 
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in 1960-66 to 2.06% in 1966-73, which reflects more uti l isation of 
production capacity in higher export levels. 
In a similar study conducted by Feder^^ the sources of growth for 
group of semi-industrialised developing countries were analysed for the 
period 1964-73. The fact that marginal factor productivities are not equal 
in export and non-export sectors, was taken into consideration; since 
the empirical work shows that MFP's are significantly higher in the export 
sector. The analysis focuses on describing supply side changes in total 
output in a framework where total growth is associated with changes in 
labour and capital through underlying productivities of the factors. The 
study also focuses on potential non-optimality of resource allocation 
between export and non-export sectors. Since the former produces export 
goods and the later produces domestic goods, Feder considered that 
the production of each sector is a function in the factors devoted to that 
sector, rather than considering aggregate national production function, 
taking into account that non-export sector depends on the volume of 
produced exports, which represent the beneficial impact of exports on 
the other sectors. 
The results of the study support export-growth hypothesis for export-
oriented economies, because this strategy allows better resource 
allocation. The study attributes MFP's differences between export and non-
export sector, to the inability of entrepreneurs to adjust MFP's and to 
the externalities resulting from the impact of export sector on productivity 
of other sectors, which is not reflected by market prices. Feder concluded 
that social marginal productivity is higher in export sector, and that 
economies which allocate their resources for export sector, benefit more 
than inward-oriented economies. 
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On the same lines of Feder and Balassa, Sengupta and Espana"" 
discussed the sources of rapid growth in Asian NIC's, using Korea as a 
model in the context of the new theory of growth, which focuses on 
increasing returns to scale, the impacts of export sector dynamic spill 
over and export generated externalities as a leading sector in spreading 
technology to the rest of the sectors and inoustries. The rate of growth of 
exports in Korea was 22.9% accompanied by 6.4% growth in real per 
capita income for the period 1965-85, and when trade openness policy 
was adopted in early 60's, the compound growth rate of exports was 
2 1 . 1 % which is approximately three times output rate of growth for the 
period 1961-86, while manufactured output grew at the rate of 16 .1% 
which is more than double the non-manufactured export growth rate, and 
the share of manufactures In GDP went up 5.6% to 29.8% for the same 
period. The structural change caused by the increase in the said share, 
enhanced the all over productivity of economy and the aggregate 
productivity started nearing from that prevailing in the industrial sector. 
The researchers concluded that exports-generated externalit ies acted 
as accelerator for the growth of the other sectors, and that the increasing 
returns to scale, especially in export-oriented sector played the most 
significant role in Korea's growth. They also concluded that, there was a 
favourable impact of export diversification on growth, and that growth of 
human capital and scale economies caused sustainable scale economies 
in manufacturing sector, and helped dynamic reallocation of resources 
from non-export to export sector. 
The causal relation between industrial export and industrial output 
growth assumes greater importance in NIC's for its implications in 
development strategy. If industrial exports cause manufacture output 
growth, then this supports export-growth hypothesis and will achieve 
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structural change, moreover, it will increase national income in developing 
economies. If the causation runs from manufactures to exports, then 
development of industrial sector is a prerequisite for export expansion, 
and if the causat ion is b i -d i rec t iona l then both the sectors are 
interdependent. In order to examine the aforesaid causalit ies, ChoW^ 
used annual data on exports and industrial output for 8 NIC's for 60's 
and 70's. His choice for the sample is based on the fact that their 
manufactured exports constituted 80% of LDC's manufactured exports 
and 83.14% if OPEC is excluded. The manufactured exports ratio to their 
GDP's ranged between 24% and 34%. 
The results show bi-directional causality in Brazil, Hong Kong, Israel, 
Korea, Singapore and Taiwan. Exports caused growth in manufacturing 
sector in Mexico which was explained by large domestic market. No 
causality was detected in the case of Argentina, which Chow attributed 
to high rate of inflation in the period of study. This indicates that 
Argentina can develop the manufacturing sector without relying on 
exports. Chow supports export-growth strategy for small open economics 
such as Asian NIC's, and concludes that the growth of manufactured 
exports and the industrial output growth are complementary to each other. 
2.6.1.3 DEVELOPING COUNTRIES 
In a 22 LDC's sample Voivodas''^ investigated the relationship 
between exports, foreign capital inflow and domestic growth rate. He 
found strong relation between export growth and domestic output growth, 
through utilising export revenues in importing capital goods necessary 
for development, but he didn't find significant relation between foreign 
capital inflow and domestic output growth rate, due to violation of the 
two gap model assumptions (under uti l isation of foreign capital in 
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investment and incrennental capital-output ratio). Voivadas derived 
reduced form for three models; Harrod-Domar open economy model; the 
two-gap model, when the domestic constraint is operative, and when 
the foreign constraint is operative. Voivodas found that there is a negative 
relationship between export ratio to total output and its rate of growth, 
where the linkage is the negative relation between export and domestic 
investment, while the last model indicates positive relation between 
export-output ratio and its rate of growth where the linkage is the positive 
relation between exports and capital goods imports. The study concluded 
that there is a positive and significant relation between export-output 
ratio and export growth in export- oriented economies. It also concluded 
that there is a positive and significant relation between exports and capital 
goods imports, and weak negative relat ion between exports and 
domestic investment resources. The positive relation between exports 
and capital goods imports is strong enough to cause the desirable 
impact of exports on overall growth rate. 
Mechaely"^ used the change in export-output ratio, rather than 
change in exports and rate of change of per capita product, to investigate 
export-growth hypothesis in 41 LDC's in 1950-73. Mechaely criticised 
previous studies for using change in national output as a measurement 
for growth and associating it with change in exports. His criticism is based 
on the fact that exports are part of GDP, therefore, the existence of auto-
correlation and positive correlation between the two is inevitable whatever 
their true relation to each other is. By using Spearman's rank correlation, 
Mechaely found s igni f icant and posit ive correlat ion between the 
variables, and that the said correlation is stronger in the countries with 
successful and high growth. 
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Tyler'"' carried out a cross-sectional study in a bivariate framework 
for 55 developing countries, covering {he period 1960-77. He used 
production function type of model, specified and estimated using cross-
section data. Tyler applied Karl Pearson and Spearman rank correlation 
between the GDP growth rate and growth in industrial production, 
investment, total exports and industrial exports, after excluding countries 
with less than US$ 300 GNP per capita (in 1977 US$). The logic behind 
the exclusion is that, there should be minimum level of development to 
make benefit from export-led growth, especially manufactured ones. 
Tyler found that there is a positive and very significant relation between 
economic growth and manufactured products' growth. He also concluded 
that the success of middle-income countries attaining high growth levels, 
is associated with industrial growth. The aforementioned association even 
becomes stronger if OPEC is excluded from the sample. The study 
recommended that the industr ial policy should be part of general 
deve lopment s t rategy, because growth and deve lopment enta i l 
industrialisation. 
To i n v e s t i g a t e the re l a t i on be tween i n t e r n a t i o n a l t r a d e , 
industrial isation and economic development, Salvatore"^ used a 52 
developing country sample for the period 1961- 78. The sample was 
divided into industrial-oriented small countries, primary-oriented small 
countries and large countries. Using a simultaneous equations model, 
Salvatore found that a positive relation between trade and growth does 
exist, but he regarded the idea that international trade is the engine of 
growth as very opt imist ic , and it is more real ist ic to consider it 
handmaiden of growth. Keeping in mind the problems faced by developing 
countries like increasing energy prices, stagnating levels of real foreign 
aid, and the emergence of new mercantilism in developed countries, the 
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study concluded that pursuing industrial policies to substitute imports 
of manufactures could distort growth, specially in the case of large 
developing countries. It also concluded that policies advocated for 
developing countries like increasing rate of export growth, increasing 
inflow of foreign capital, and reducing inflation, have to be exceptionally 
large to be effective. 
In contradiction to the conclusion of Salvatore, that the export 
promotion policy does not benefit a large developing country, Nandy and 
Biswas studied the export growth hypothesis with reference to India, 
covering the period 1960-85 and applying Sim's test of causality. They 
found that causality runs from export growth to national income growth 
(unidirectional causality). 
In a relatively large sample covering the period 1960-78, Kavoussi"^ 
studied the case of 73 LDC's, where the association between export 
growth and economic performance was examined. He used average 
annual growth rate of merchandise exports as an index of export 
expansion, and the average annual real growth rate of GNP as a measure 
for economic performance, he also examined whether the relation is 
affected by the level of development and export composition. Although 
the sample is large and heterogeneous, the study provides evidence that 
higher rates of growth are associated with higher rates of export growth 
even in low-income and middle-income developing countries. Kavoussi 
found that primary goods exports contribute to economic growth of the 
two groups; further, since few developing countries export manufactured 
goods, the study indicates that more advanced developing countries 
enhance the impact of export expansion by exporting manufactures. 
Kavoussi concluded that export expansion generated higher productivity, 
which is one reason behind the positive association between exports 
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and GNP in both the groups, and that primary exports increase total 
factor productivity at low-income levels, but this impact subsides as the 
country becomes more advanced. The study shows that export expansion 
benefits were important only in countries which turn to industrial 
production, and that primary exports in middle-income and primary-
oriented countries, don't increase overall productivity of factors of 
production, but positive association remains there, which may indicate 
that exports in these countries, contribute to growth through accelerating 
capital formation. 
In another important study by Kavoussi , 52 developing countries 
were studied for the period 1967-77, which was further divided into two 
sub-periods; 1967-73 and 1973-77. The division of the time span is justified 
by decreasing international demand for primary and manufactured 
products in the second sub-period and by deteriorating terms of trade 
of non-oi l producing LDC's. The exports have been divided into 
tradit ional and non-tradit ional, and the export increment has been 
attributed to three factors; international demand, competit iveness and 
diversif ication factors. Kavoussi found that for the first sub-period, the 
most important factors in determining successful countries, were the 
ability to compete in the international market and the ability to diversify. 
For the second period, the criteria were competi t iveness and the 
conditions of external demand. This shows that favourable external 
markets and export promoting policy are required for better export 
performance. To examine whether the impact of external demand and 
trade policy, are affected by the type of comparative advantage goods 
exported by developing countries, the sample was divided into industrial-
oriented and primary-oriented. It was found that the performance of the 
former was better in the first sub-period, while the later was worse in the 
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second sub-period due to deteriorating external demand. Kavoussi 
concluded that external demand could effect the relation between 
commercial policies and economic growth, a fact reflected by higher 
correlation between the two variables in the countries facing better 
external demand. 
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Balassa studied a 43 countries sample after the 1973 oil shock, 
from 1973 to 1978, and found that inter-country differences in economic 
growth rates are influenced by the differences in investment rates, labour 
growth rates, initial commercial policy, adjustment policies, level of 
economic development and composition of exports. All the countries 
under study ranging from LDC's to NIC's were adversely affected by 
external shocks after 1973. Balassa concluded that increments in 
capital, labour, and exports, result in greater increments in economic 
growth rates in low economic development level countries. The study 
shows that industrial content of exports has positive impact on increasing 
economic growth. 
Within a production function model framework, where exports are 
considered as production factor, Ram studied a large sample of 73 
LDC's classif ied in middle and low-income groups from 1960 to 1977, 
the time span is divided into two sub- periods; 1960-70 and 1970-77. 
He found that the impact of exports on economic growth in the later was 
greater than in the former. Moreover, the said impact is greater in middle-
income countries than in low-income countries, but this does not justify 
that exports are less important for low-income countries, because the 
export-growth impact in the second sub- period was greater than the 
first sub-period. Ram concluded that export performance seems to be 
important for economic growth, although this impact is weak in low-
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income countries, and that the impact gained momentum in 1970's, 
where the export-growth impact was equally very important for both the 
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groups. In another study by Ram and on the basis of time series and cross 
section data, he estimated the models for the export-growth link for 38 
LDC'sfrom 1970-72 and 1973-82 i.e., before and after 1973 oil crisis. 
Ram found that there is an evidence for structural change from 1960-72 
to 1973-82 and that the impact of exports on growth increased in the 
second sub-period. He also found that the change was drastic for low-
income LDC's, where exports had greater impact in 1970's. The study 
shows that the size of government has an important impact on growth, 
further, it shows that size and importance of the export variable was not 
affected when government variable was excluded. 
Since the export content and development mechanism may differ 
between African countries and other LDC's, Fosu analysed GDP growth 
for 28 African countries using pooled cross sectional cum time series 
estimations for 1960-70 and 1970-80 average annual growth rates. The 
study is based upon an augmented production function specification, 
which includes capital formation, labour and exports. Fosu found that 
10% export growth leads independently to 1% economic growth. This 
shows that African countries with high Agricultural export content enjoy 
the benefits of trade. By comparing the export-growth impact between 
African countries and other LDC's, it was found that it is lower in the 
former, however, the difference is not statistically significant. 
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In a subsequent study and within the same framework, Fosu studied 
64 LDC's, for the period 1960-80. Applying ordinary least square method 
and taking heterogeneity of exports into account, he attributed the positive 
relation between exports and growth in LDC's, in large, to industrial content 
of exports. The same relation holds for primary products exports, but this 
relation is statistically insignificant. 
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Using a 53 countries sample based on data for 1960-70 and 1970-
81, Sheehy studied the relation between export and growth using 
alternative variables for measurennent i.e., exports' share in GDP and 
the rate of change of this share. The sample was divided into more 
industrial and less industrial countries at a division of 13% manufactures 
share in GDP in 1960. The results show negative impact of export-GDP 
ratio on growth in countries with low levels of industrialisation. They also 
show that the aforesaid impact was positive and significant in the more 
industrialised countries only. The trend reveals that export share in GDP 
had significant and positive impact on growth in 1960's, while it had negative 
impact in 1970's due to unfavourable international demand in 1970-81. The 
positive impact of transferring more resources to export sector was limited 
to countries with relatively high level of industrialisation in 1960's, which 
witnessed high growth of international trade. 
Berg and Schmidt found that in the long-run, there is important 
impact for export growth on economic growth in 12 out of 17 Latin 
American countries included in their study. They ascribed the cases 
which did not show the important impact to exceptional circumstances 
that don't lead to the rejection of export-led growth hypothesis. They 
concluded that export-oriented policies could achieve higher growth rate 
more than traditional increase in government-controlled investment in a 
closed economy, and that maintaining liberal policy can attain the 
benefits of trade. 
For large samples of 89 and 95 countries, covering the periods 
eg 
1965-80 and 1980-90, respectively, Burney found positive relationship 
between exports and growth, but this relation was statistically significant 
for the second period only. This suggests that the relation is not stable 
overtime, and that the change in the relation between the variables 
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includes behavioural and structural changes. The study concluded that 
the real contribution of export growth to GDP growth varies in accordance 
with income, and that the said contribution is relatively higher for higher-
income group, which indicates the sensitivity of exports' role in growth 
to other factors. 
Employing export augmented production function specification, 
Fosu estimated the impact of developing countries' primary exports, 
on the growth of non-export sector and overall GDP in 76 LDC for the 
period 1967-86, in order to verify the notion that: the primary exports 
constitute large proportion of LDC's export, their impact on economic 
growth may be limited to their inclusion in the GDP, and not due to their 
own impact on non-export sector, which is the main component of most 
LDCs' economies. Fosu found that exports have positive impact on GDP 
growth, but the impact decreased largely when non-export GDP was 
treated as dependent variable. He also found that growth of primary 
exports has small or no effect at all on the non-export sector, the matter 
which questions advocating the promotion and expansion of primary 
export policies to LDC's. He reached the conclusion that primary exports 
may enhance economic growth due to their association with GDP, but 
primary exports-led growth should not be adopted as a strategy for 
development. 
In a study by Moschos on export-growth hypothesis, he addressed 
the question whether there is a threshold of development, where the 
relation between export growth and economic growth differs below or 
above it as believed by Mechaely, Tyler and Kavoussi. He found that 
there is a considerable difference between 'less advanced' and 'more 
advanced' developing countries. Moschos also found that the coefficient 
of exports variable is positive and significant in both the groups, but the 
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impact of export expansion on total output is higher in 'less advanced' 
developing countries, in contradiction to minimum critical effort belief, 
it implicates that low income developing countries are the most benefited 
from export-promoting policies. 
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Ukpolo studied 20 years time series for 8 African countries, and 
reached a conclusion supporting the export promotion hypothesis for 
the low-income African countries, which depend on non-fuel primary 
exports, further, he found that a 1 % increase in non-fuel primary exports, 
leads to 0 . 1 % increase in output growth rate. The results exhibit a 
positive but weak relation between industrial content of exports and 
growth rate, which indicates that a critical level of development is 
required to enable LDC's achieving development through increasing 
industrial content of exports, a matter which can be explained by the 
weak position of LDC's in manufactures in comparison with advanced 
countries. The volume of exports of low-income countries, increased at 
the rate of 2.4% in 1965-73, 8.7% in 1973-85 and 15% in 1989, while 
for middle-income countries the rates were 14.9%, 12.9% 43% for the 
same periods, respectively. 
According to Sheehy , the previous studies which show strong 
positive correlation between exports and growth, are not evidential to 
support any type of commercial policy, because many determinants of 
GDP growth other than exports remained out of the model. Sheehy 
addressed the question: are there any production categories in addition 
to exports, associates with GDP in the same manner? He found that the 
strong empirical correlation between exports and GDP growth is not 
restricted to exports, but it is there in all major production categories. 
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61 
The study of Sharma and Dhakal examined the prima facie relation 
between export and growth for 30 LDC's for the period 1960-88 within a 
multivariate framework. They attempted to answer the questions: does 
export growth prima facie lead to output growth? And, does the reverse 
apply? They found that prima facie export growth caused output growth 
in 11 countries, prima facie output growth caused export growth in 13 
countries, and a feed-back relationship (output growth caused export 
growth and vice versa) in 5 countries. They suggest that the domestic 
market conditions play active role in exports and growth process. 
By applying rank correlation coefficient for a 70 country sample 
divided into high, middle and low-income groups, for the period 1960-
62 
81, Goncalves and Richetring found that there is a significant relation 
between export growth rate and GDP share of exports on one hand, and 
GDP growth on the other. They also found that the correlation between non-
export output growth and export growth is not significant, and that the 
same holds for the average ratio of exports to GDP. This indicates that 
the domestic market does not benefit from higher export performance. 
The results did not show that a minimum level of development is 
necessary for LDC's to benefit from exports, especially the industrial 
ones. However, the regression analysis revealed that the correlation 
between exports and growth in high-income developing countries, is 
higher than that in middle and low-income LDC's, which means that the 
ability of exports to affect growth increases with respect to income. 
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Table 2.5 
The Causal Relationships of Exports and Economic Growth 
Countries 
Colombia 
Costa Rica 
Dominican Republic 
Ecuador 
Egypt 
El Salvador 
Greece 
Guatemala 
Guyana 
Honduras 
India 
Iran 
Jamaica 
Kenya 
South Korea 
Mexico 
Morocco 
Nigeria 
Pakistan 
Paraguay 
Peru 
Philippines 
Portugal 
South Africa 
Sri Lanka 
Thailand 
Tunsia 
Turkey 
Uruguay 
Venezuela 
Direct Causality 
EX=>Y;Y=>EX;ER=>EX 
EX => Y; ER => EX; WY => EX 
K=>Y;Y=>EX; ER=>EX 
No relatkmship 
L => Y; Y => EX ; ER => EX; WY=:> EX 
Y=>EX 
EX=>Y;ER=>EX 
ER => EX; WY => EX 
Y => EX; ER => EX 
No relationship 
EX=*Y 
K => Y; L => Y; Y => EX; WY=> EX 
EX => Y; K => Y; L => Y; Y=> EX;ER =>EX 
K=>Y 
No relationship 
EX=>Y;K=>Y;ER=>EX; WY=>EX 
K=>Y;Y=>EX 
EX=>Y;ER=>EX;WY=>EX 
K=>Y 
ER => EX; WY => EX 
EX => Y; K => Y ; L => Y; Y=> EX; WY =>EX 
EX=>Y;Y=>EX;WY=>EX 
EX=>Y;K^Y;Y=>EX; ER=> EX; WY =>EX 
EX => Y; K => Y; L => Y; ER => EX; WY =5.EX 
K=>Y;ER=>EX 
K=>Y;L=>Y;Y=>EX;ER=>EX 
Y => EX; WY => EX 
L=>Y;ER=>EX 
L=>Y;ER=>EX;WY=>EX 
WY=>EX 
Indirect Causality 
E R ^ Y 
ER -^ Y; WY ->• Y 
K-+EX 
L^EX 
ER->Y 
K -> EX; L -> EX 
ER ^ Y; K -^ EX; L -> EX 
ER ^ . Y; WY ->. Y 
K-+EX 
ER -> Y; WY -» Y 
WY ^ Y; K -» EX; L -> EX 
WY-^-Y 
ER^Y;WY-».Y;K-+EX 
WY ^ Y; ER ^ Y 
K ^ EX; L -> EX 
Note: a =>b: means a causes b; a -> b: means a causes b indirectly through some other variable.Y: output; 
K: capital; L: labour; EX: Exports; ER: Exchange Rate; WY: Worid output. 
Source: Sharma, S.C. and Dhakal, D., Causal Analyses Between Exports and Economic Growth in Devekiping 
Countries, Applied Economics ,\/ai. 26(1994), p. 1156. 
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2.6.2 AGAINST 
2.6.2.1 ADVANCED COUNTRIES 
The export-growth hypothesis was tested for five industrial countries 
63 I I I 
by Sharma et a! , covering the period from 1960, 87 quarterly time 
series data in a multivariate framework, which take all possible causal 
effects into consideration. The time series analysis was not identical 
for any two countries; it was found that the export-led growth hypothesis 
is valid for Germany and Japan, while there is inverse causal relation 
between exports and growth in UK and US. No causal relation (either uni 
or bi-directional) was detected in the case of Italy. The results suggest that 
the conditions of domestic demand have important effect on growth process 
and that exports have reactive but not deterministic role. 
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In a subsequent study, and on the same lines with Sharma et al , 
Jang and Eden tested the hypothesis for the US economy using 
quarterly data for the period 1959-1992 . Variables such as real exports 
of goods and services, real GDP, gross real fixed capital formation, 
labour, industr ia l countr ies ' industr ia l product ion index and real 
exchange rate were included In the model. They found that export growth 
had little impact on economic growth and that export stimulation did not 
have significant role in explaining GDP movements. The study showed 
that GDP did not play important role in promoting exports, which 
indicates the non-causal relation between exports and growth in the US. 
The said phenomenon is explained by the low export-GDP ratio (7.5%), 
v>/hich was not able to influence GDP growth effectively. Moreover, the 
study revealed that exports are neutral in GDP growth in the US, and that 
the US economy may grow through domest ic capi ta l format ion 
independent of export growth. 
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Table 2.7 
Causal Implications of the Models on Exports and Economic Growth 
Country Direct Prima-Facie Cause Indirect Prima-Facie Cause 
Gennany 
Italy 
Japan 
UK 
USA 
E => Y; E => K 
E => L; K => L 
K=>Y;Yr:>L 
E=>Y 
Y=:>E 
K o Y ; Y = > E 
L => E; L => K 
E -> L through K 
K -^ L through Y 
k -> E through Y 
L -»Y through K 
Notes: E: eoqxxts; Y: output; K: capital; Llabour 
=>: Direct prima-facie cause 
o : Prima-facle feedt^ ack relationship 
-*: Indirect Prima-facie cause. 
Source: Shanna, S.C., et al, Exports and Economic Growth in Industrialized Countries, 
, AppSed Economics, Vol.23(1991), p.701. 
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One of the earliest empirical works to study the export growth 
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relation was that by Kravis in 1970. By using data for US economy 
during the 19th century he found that exports didn't lead to growth, and 
that the changes in US GNP took place before the growth of the US 
exports. He also found that the US Agriculture, which counted for large 
percentage of US exports, had low productivity in comparison with the 
other sectors. Kravis believes that export expansion did not explain why 
and why not countries succeeded in increasing economic growth rate 
through international trade. The successful countries in 19th century did 
not show exports dominance on economic growth, on the other hand 
fa i lure countr ies inf luenced by foreign dominance, or 'per iphery 
countries' as called by Kravis, enjoyed export growth in the second half 
of the 19th century equally as newly inhabited and tropical countries did. 
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In another study by Grabowsky et al , the hypothesis was tested for Japan 
in the pre and post war era, where capital stock, labour force and 
agricultural activities were included in the causality test. The results 
indicate that before war, increasing agricultural activities induced growth, 
whereas, exports did not play direct role in the growth process. For the 
post war era, it seems to be that exports, labour and agriculture together 
caused growth, albeit exports are relatively more important in inducing 
it. It was found that in the preliminary stage of development, agriculture 
acted as source of saving for industrial finance, source of labour for the 
newly established industries, and a market for industrial products. It was 
also found that exports became the dominant factor as development proceeded 
in the post war era.. 
go 
Kunts and Marin studied the case of Austria, motivated by that 
most of empir ica l studies on export and growth were l imited to 
developing countr ies, while there is no clear reason to exclude 
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industrialised countries from the analysis. The hypothesis was tested from 
productivity point of view employing data on exports, terms of trade, 
productivity and world output. However, the study did not show any 
significant causal relation which affects productivity. 
2.6.2.2 SEMI-INDUSTRIALISED COUNTRIES 
go 
Esfahani studied export promotion as a development strategy in 
semi-industrial ised countries (SIC's), using a comprehensive sample 
of 19 countries in the period 1960-86. According to Esfahani, many 
economists listed the benefits of export expansion, but ignored the role 
of exports in SIC's as a source for foreign currency needed for importing 
intermediate and capital goods. However, it is important to differentiate 
between shortage reducing effects and external effects of outward 
orientation, because the later can be achieved through export promotion, 
while the former can be achieved through borrowing and external aid. 
The simultaneous equations model for GDP growth, exports and imports 
does not show that exports affected GDP directly through externalities, 
but it suggests that export promoting policies can be very useful for 
supplying foreign currency, needed for imports which are necessary for 
output expansion. This role can be played by foreign aid in short-run, 
but in the long-run, growth depends on strong and stable expansion in 
export sector. 
In their critical study, Jung and Marshall criticised previous studies 
which applied regression analysis, to measure the impact of export 
growth on economic growth, in an attempt to support export promotion as 
a strategy for development, because this technique doesn't specify 
direction of causality. Moreover, they suggested many reasons for the real 
export-real GDP growth hypothesis, for instance, export growth may be 
induced by increasing demand on country's output, the factor which 
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results in real GNP growth, or because increasing exports may reduce 
exchange rate constraint, the matter which results in increasing 
productive intermediate imports leading to output increase, or due to 
higher output induced by higher efficiency which in turn is motivated by 
increasing exports. They also questioned the methodology of previous 
empirical works testing the hypothesis by regressing real output growth 
on real growth in exports, because the reverse hypothesis is possible, 
due to rapid educational and technological change in many industries, 
which is not linked to any governmental policy enhancing production in 
these industries. This change may be linked to human capital formation, 
accumulated production expertise, technological transfer from abroad, 
or physical capital accumulation, so there are many factors which are 
not related to export promoting policies, lead to such unbalanced growth 
without any incentive. Under such type of growth, it is not expected that 
the demand for advanced industries' products, will grow at the same 
rate of output growth, and enable the industries to reach external markets, 
a case in which the increase in exports is an effect rather than a cause. 
Jung and Marshall suggest that the reverse hypothesis is valid in 
the case of real growth motivated by exogenous increase in consumer 
demand for exportable and non-traded goods, which may lead to 
decrease in export. So output growth may lead to export reduction. The 
results show that Indonesia, Costa Rica and Ecuador support the export-
growth hypothesis, while export-reducing growth hypothesis is valid for 
South Africa, Korea, Pakistan, Israel, Bolivia and Peru. Iran, Kenya and 
Thailand Support internally generated exports as well as growth-export 
hypothesis. Israel and Greece support growth-reducing exports 
hypothesis. The countries, which are famous for achieving economic 
growth via exports, like Korea, Taiwan and Brazil, did not support export-
growth hypothesis. 
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2.6.2.3 DEVELOPING COUNTRIES 
Abhayaratne studied the case of Sri Lanka in 1960-92. In order to 
examine the export growth hypothesis , he appl ied causal i ty co-
integration test procedure and found that the relation between exports 
and growth is 'not an unambiguous' as suggested by previous studies. 
A b h a y a r a t n e re jec ted the hypo thes i s and q u e s t i o n e d the 
appropriateness of policies adopted by Sri Lanka. 
2.7 CONCLUSION: 
Export was emphasised as an input for economic development. The 
relation between the two has been analysed thoroughly via theoretical 
as well as empirical investigations. In this chapter more importance has 
been attached to empirical studies, which have applied various statistical 
and econometric techniques within various frameworks, based on cross-
section as well as on time series data either in individual or inter-country 
analysis. The outcome of these studies, though not conclusive, can be 
classif ied into three broad categories; those who consider export as a 
leading, lagging or neutral sector with relation to economic growth. 
Export promotion policies seem to be more successfu l , probably 
because they are less distorting to the market structure than import 
substitut ion policies, not because they are successful per se. The 
industrial content of exports proved to have more impact than agricultural 
content on economic growth, it is also concluded that a country should 
have a basic level of development to avail the benefits of trade. The 
attention of policy makers, especially in oil-rich countries, should be 
drawn towards establishing heavy industries based on the availability of 
raw material rather than indulging in assembling and light industries as 
well as in non-productive economic activities. 
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CHAPTER THREE 
THE OMANI ECONOMY: AN OVERVIEW 
3.1 INTRODUCTION 
Oman is an Arab Gulf monarchic state, and member in the 
Gulf Cooperation Council (GCC) established in 1981. Oman is 
neither a member of OPEC nor OAPEC. The recent history of 
Oman started in 1970 when Sultan Qaboos Bin Saeed assumed 
power, few years later Oman could enjoy the high oil revenues 
after the persistent hike in petroleum prices; in what is known 
as the 'oil shock' in 1974. Oil was discovered in 1964 in Oman, 
and the first commercial shipment took place in 1967. The high 
oil revenues allowed for significant development acceleration. As 
a sequel to this, special attention was paid to setup the necessary 
infrastructure and to provide free social services for establishing a 
welfare state. 
The main objective of this chapter is to examine the state 
of the Omani Economy in order to identi fy its sources of 
strength which can be ut i l ised to foster the development 
process, and to probe into sources of weakness which form 
obstacles to development, in order to give suggestions to 
enhance the former and to hamper the later. Our endeavour in 
this chapter is to give a general overview on the performance of 
the oi l -based economy of Oman, by highl ight ing the most 
important macro-economic aspects of the economy. Further, we 
attempt to discuss the state of human and natural resources, dependency 
on oil, diversification and planning with a view to present a clear picture 
of the economy structure, government finances, balance of payments, 
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savings and investment, and to relate them to the developments in the 
international oil market during the period under investigation. A special 
attention has been paid to exchange rate policy, for its specific 
i m p o r t a n c e on the p e r f o r m a n c e of e x t e r n a l sec to r and 
internat ional trade, the principal theme of the study. 
3.2 GEOGRAPHICAL FEATURES AND LOCATION 
The Sultanate of Oman occupies the South-Eastern corner 
of the A rab ian Pen insu la and is loca ted be tween la t i tudes 
16°40' and 260°20' North and longitude 51°50' and 59°40' East. 
It has a coastal line extending almost 1700km., from the Strait 
of Hormuz in the Nor th to the borders of the Repub l ic of 
Yemen, ove r l ook ing th ree seas ; the A rab ian Gul f , Gulf of 
Oman and the Arabian sea. The Sul tanate of Oman borders 
Saudi Arabia and the United Arab Emirates in the West ; the 
Republic of Yeman in the South; the Strait of Hormuz in the 
North; and the Arabian sea in the East^ 
3.2.1 CLIMATE 
The climate of Oman differs from one area to another: it is hot and 
humid in the coastal areas in summer; hot and dry in the interior; 
whereas, the higher mountain regions enjoy a moderate climate 
throughout the year. The c l imate of the Dhofar reg ion is also 
moderate. Generally, the Sultanate has little and irregular rains. 
Though heavy rains fal l at t imes with the except ion of Dhofar 
region where heavy and regular rains fal l between June and 
October because of monsoons^. 
V 
r > 
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3.3 POPULATION AND SOCIAL DEVELOPMENT^ 
Oman's population in 1996 was estimated to be 2,214,720, of 
which 72.3% is Omani populat ion, and the rest are expatriates. 
Population density in Oman is quite low, due to less population 
and large area (approx. 309,500 sq. km.)" . Population density is 
7 per sq. km. as on 1998. The structure of Omani Populat ion 
has changed drast ical ly over the last four decades, the urban 
p o p u l a t i o n i nc reased f rom 4% in1960 to 32% in 1980 and 
further to 79% in 1997. This phenomenon can be explained if 
we consider facts as flow of expatriate labour, the emergence of 
new urban .centres mot ivated ei ther by es tab l ishment of new 
industries and other economic activities, or by expansion of many 
areas f rom rura l to u rban ca tegory , due to p rov i s i on of 
infrastructure sufficient to redefine the area as urban. 
If we look at the s ta t is t ics , we can say that the Omani 
popu la t ion is juvenile, 4 8 . 1 % of populat ion is below 15 years 
age, while 49.4% falls in the active age group i.e., 15-65, and 
only 2 .5% above 65, as per 1996 s ta t i s t i c s . A t r emendous 
change has taken place since 1970, in the fields of health and 
education. All health indicators improved significantly, the birth 
rate per 1000 of populat ion was 46.1 in 1975-80 and 29.0 in 
1995-2000. The expected life at birth increased from 54.9 to 
72.0 for the same period. 
Like in many developing countries, the general fertility rate is 
high, and it is estimated to be 7.2% for the period 1995-2000. As 
far as the morta l i ty rate is concerned, we f ind that the raw 
mortality rate per 1000 of population was 4.4 in 1996, while in 
Table 3.1 
Principal Social Indicators of Oman 
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Detail 1970 1980 1990 1995 
1 Private Final Consumption 
Per capita share of Private Final consumption 
in Omani Rials 
2. Education 
- Number of Schools (Govt & Private)* 
- Number of Students in Govt Education Schools 
(Govt & Private)* (1000 Students) 
- Percentage of Students in Secondary Schools 
to Total Number of Students (%)* 
- Percentage of Female Students to Total Number 
of Students 
- Net Enrollment in Elementary Schools (%) 
- Total Enrollment of Omanis in Elementary Schools (%) 
- Total Enrollment of Omanis in Preparatory Schools (%) 
- Total Enrollment of Omanis in Secondary Schools (%) 
Per Capita Share of Expenditure on Educational Services 
m Omani Rials (Ministry of Education) 
3 Health: (According to Ministry of Health Statistics)** 
Number of Population / bed 
Number of Population / doctor 
Number of Population / nurse 
- Annual Natural rate of increase for Omanis 
- Infant Mortality rate / 1000 live births 
Life Expentancy at birth (year) 
Per Capita Share of Annual Expenditure on 
Health Services in Omani Rials (Ministry of Health) 
4 Water 
Number of water connections (1000 Connections) 
5 Electricity 
Number of Electrical Connections (1000 Connections) 
6 Transport and Communications 
One private vehicle for each 1000 number of citizens 
One Telephone for each 1000 number of citizens 
7 Houses 
Percentage of Families who own private houses 
NA 
0 456 
1 0 
NA 
878 
42 
28 
20 2 
52 7 
41 
14 
NA 
1144 
105 
46 
60 8 
241 1 
68 
66 
NA 
1205 
3 
0 909 
0 
0 
NA 
NA 
NA 
NA 
395 
108 1 
1 7 
32 8 
NA 
NA 
NA 
NA 
843 
363 1 
7 4 
46 3 
80 4 
95 4 
59 1 
26 1 
1041 
501 3 
14 0 
48 0 
83 5 
92 3 
83 0 
57 6 
119 
54833 
NA 
NA 
NA 
NA 
49 3 
569 
1975 
926 
3 7 
64 
57 5 
439 
1105 
384 
3 7 
29 
66 5 
485 
844 
346 
3 7** 
20 
67 4 
58 
88 1 
335 1 
77 
83 
80**** 
Including Students and Schools of General Education Govt & Pvt, excluding foreign communities 
schools for the years 69/70, 80/81, 90/91, 95/96 
** Excluding Ministry of Defence Data 
*** Re-inclusion of this rate is being decided 
**** Accroding to the final results of the General census of population, houses and establishments for 1993 
Source: Ministry of Development, The Fifth Five-Year Development Plan (1996-2000), Muscat (1997) 
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Table 3.2 
Regional Distribution of Population in Oman 
(As on July 1st 1996) 
Governate/ 
Region 
No. of 
Households 
Omani 
No. % 
Non-Omani Total 
No. % No. 
Muscat 48966 299552 (51.5) 282517 (48.5) 582069 (100.0) 
Al Batinah 87798 523816 {B4.0} 99892 (16.0) 623708 (100.0) 
Musandam 4720 20824 (64.1) 11644 • (35.9) 32468 (100.0) 
ADH Dhahirah 26434 140966 (70.6) 58832 (29.4) 199798 (100.0) 
AD Dakhiliyah 34616 211449 (86.5) 33093 (13.5) 244542 (100 0) 
ASH Sharqiyah 45945 249894 (84.6) 45351 (15.4) 295245 (100.0) 
AL Wusta 3147 11213 (75.3) 3677 (24.7) 14890 (100.0) 
Dhofar 27063 144170 (64.9) 77830 (35.1) 222000 (100.0) 
Sultanate 314689 1601884 (72.3) 612836 (27.7) 2214720 (100.0) 
Source: Ministry of Development, Statistical Year Bool<:, Muscat (1997), 
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1997, the rate of infant mortality per 1000 live births was 18, and 
the mortality rate of children below 5 per 1000 live birth was 31. 
Expenditure on health consti tuted 2.5% of GNP in the 
period 1990-96. As a resul t , in this period 96% of the 
population got access to health services, 78% avail medical 
facilities (in their own localities), and 82% of the population got 
access to safe drinking water. There are 120 physicians and 
290 nurses for every 100,000 of the population (1993), and a 
hospital bed for every 398 person (1993). 
As far as the education is concerned, Oman's record is quite 
impressive. The literacy rate in Oman is 4 1 % (1995), the number 
of students increased from 49,578 in 1974-75, to 221,694 in 
1985-86, and further to 503,529 in 1996-97. The number of 
schools rose from 183 to 606 to 971 during the above 
mentioned per iods^ Net enrol lment is 92.3% (1995) at the 
primary level, 83% at the preparatory level, and 57.6% at the 
secondary level^. The share of the education expenditure in total 
government expenditure, increased from 1.6% to 5.1% to 8.0% 
in the concerned periods^ 
3.4 EMPLOYMENT 
Development encompasses pol i t ical , social and economic 
process, in which resources of a country are involved. One of 
the most important resources is 'human resource', without which 
development cannot take place, even if the country is naturally 
well endowed, the investment in human capital and human 
resource development are prerequisite for any development 
process to succeed. Oman like other Gulf States and several other 
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developing countries suffers from lack of manpower, a problem 
that the Omani government tried to solve by inviting foreign 
labour as a short and medium term remedy, and by strategic 
p lanning to enhance and develop the domest ic human 
resources in the long-run. 
The labour force in Oman Constitutes 29.6% (1998) of the 
population, its grov\/th rate decreased from 5.1% in the period 
1985-90, to 4 .1% in the period 1990-98. Women participation in 
labour force in the 15+ age group increased from 7% in 1980 
to 16% in 1994. It is worth mentioning that Oman has a clean 
record of child labour, as the percentage of children between 
10-14 years in labour force is zero^. 
Agricultural sector absorbed 40.4% of labour force in 1995, 
which increased to 45.4% In 1997 and then declined to 35.6% in 
1998, whi le less labour was accommodated by the 
manufacturing sector, which absorbed 9.6% of labour force in 
1985. The labour force participation in manufacturing sector 
increased to 12.7% in 1995, then declined to 11.5% in 1998. 
The services sector plays a very important role in employing 
significant proportion of the labour force in Oman, it accommodated 
45.4% of the labour force in 1985, which increased to 46.9% in 
1995, and further increased to 52.9% in 1998^ 
In 1996, the number of civil servants amounted to 53,038 
Omani nat ional , comprising 67.8% of total number of civil 
servants, the number of Omani males was 40,688 (76.7%), and 
Omani females 12,350 (23.3%). While the number of Omanis 
working in the private sector and regis'tered in the public 
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authority of social insurance, was 29,607 in 1996 with only 
1,626 workers in industrial establishments^^ 
Expatriate labour plays a signif icant role in the labour 
market of Oman, it has 57.7% (1996) share in the labour 
market in general and 3 3 . 1 % (1996) of the government 
employees. If we look at Table 3.3, we see that the 
participation of Omanis in government sector was 81.6% in 
1973, and ' then declined in subsequent years. This can be 
explained by the fact that Oman was in its init ial stage of 
development by then, and by the fact that the administrative 
system was less compl ica ted. The share of Omanis in 
government jobs kept declining to reach 59.5% in 1982, but 
started increasing to reach 68.4% in 1995, then marginally 
declined to 66.9% in 1996. 
In Oman, like in many other countries, social trends have 
important influence on the individuals' job choice, since these 
trends formulate people 's percept ion of some jobs as 
prestigious, and others as low grade jobs. Most of the relatively 
qualified Omanis seek jobs in the government sector, which is 
already overstaffed, as well as in well-paid managerial posts in 
private sector, while unqualified Omanis abstain from working in 
handicraft and domestic services, as they are socially considered 
to be low grade jobs. However, this trend started changing in the 
last few years. 
From Table 3.4, we can see that 58.7% of Omanis are 
engaged in jobs related to public administration and defence, 
7 .1% in education, 6 . 1 % in wholesale, retail trade and car 
repairs, 3 . 1 % in f ish ing, 4.2% in agr icul ture and 5.9% in 
Table 3.3 
Government Employees" 
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Year Omani No. Oman! % Total No. 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
7403 
9035 
13616 
16384 
17269 
17314 
19517 
23445 
26886 
29647 
33543 
37090 
39196 
40223 
42977 
45574 
47785 
50444 
56001 
59722 
64155 
67809 
70576 
63695 
81.6 
75.1 
71.2 
68.6 
64.5 
60.4 
59.8 
60.4 
61.5 
59.5 
61.1 
59.8 
58.8 
59.5 
59.5 
60.7 
61.8 
62.7 
63.8 
64.2 
65.2 
66.9 
68.4 
66.9 
9073 
12035 
19123 
23869 
26765 
28681 
32664 
38840 
43751 
49809 
54877 
62005 
66648 
67550 
72260 
75109 
77269 
80504 
87826 
93079 
98342 
101304 
103206 
95183 
From 1994, public corporation data includes Sultan Qaboos University Staff, 
and from 1989 includes Muscat Security market employees. 
Source: Ibid. 
Table 3.4 
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Percentage Distribution of labour 
force in the labour market 
(15 years+) per Economic Sector 
Economic Sector Omani 
% in 
Specific 
Sector 
Non-Omani 
% in 
Specific 
Sector 
Total 
% of Omani 
& Non-Omani 
in this sector 
to total labour 
force 
Omani 
% of Omani 
in this sector 
to total Omani 
labour force 
Agricul ture 
Fishing 
Mining & Quarrying 
Manufactur ing 
Electricity, Gas & 
Water Connect ions 
Construct ion 
Wi io lesale, retail trade 
& Car Repairs 6 
Hotels & Restaurants 0 
Transport, Storage & 
Communicat ions 5 
Financial Intermediaries 2 
Real Estate & 
Rented Services 
Public Administrat ion 
& Defence 
Education 
Health & Social work 
Community & Persona 
Services 
Domestic Services 
Non-regional org. 
& Agencies 
Not classif ied 
4.2 
3.1 
3.0 
1.9 
0.1 
2.6 
1 
3 
9 
7 
1.4 
7.4 
0.2 
0.5 
12.7 
0.2 
16.8 
25.3 
3.0 
2.8 
0.7 
1.7 
6, 
1, 
1 
8 
0.2 
10.8 
17.1 
1.9 
4.1 
1.5 
1.5 
29.2 
92.8 
80.5 
10.0 
26.8 
10.1 
14 
7 
,9 
,4 
61.2 
74.9 
37.3 
58.7 
7.1 
2.2 
0.4 
0.0 
0.1 
0.2 
6.2 
3.8 
3.4 
2.2 
12.9 
0.1 
0.2 
28.4 
5.2 
2.9 
1.4 
7.5 
0.1 
0.2 
87.4 
57.9 
32.7 
11.8 
0.1 
22.9 
42.1 
Grand Total 100.0 100.0 100.0 42.3 
Source: Ibid. 
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t r a n s p o r t , s t o rage and c o m m u n i c a t i o n . The p e r c e n t a g e of 
Omanis in some tradi t ional professions, like f ishing is as high 
as 92 .8%, whi le it is only 0 . 1 % in domest ic se rv ices , s ince 
they are not social ly accepted. If we consider the si tuat ion of 
expatr iate labour in the private sector (Table 3.5), we find that 
34 .6% of f o re ign labour fo rce is engaged in p r i nc ipa l and 
auxi l iary engineer ing occupat ions, a si tuat ion shows deficiency 
in domest ic labour market in this f ie ld . We can also see that 
15.2% and 12.1% of foreign labour is absorbed by service and 
sales occupat ions, respectively. 
One of the strategic object ives of the development planning 
in Oman is "Concentrat ing on the development and upgrading 
of local human resources thus enabling them to fulf i l their role 
in the Omani economy"^\ In order to achieve this goal , more 
attention is paid to investment in human capital, in the field of 
health as well as in primary and higher education. Many steps 
have been initiated l ike the es tab l i shmen t of Su l tan Qaboos 
University, and several technical colleges and vocational centres, 
in o rde r to be ab le to go ahead w i th the p r o c e s s of 
O m a n i s a t i o n , wh i ch means the r e p l a c e m e n t of e x p a t r i a t e 
workers by Omani workers. It is worth mentioning that in 1991, 
RO 340 Mn were remi t ted from Oman by expa t r i a te labour, 
which form a signif icant f igure in Oman's balance of payments. 
The government of Oman is the largest employer, and It 
p lays a major role in most of the economic ac t i v i t i es . The 
government can employ more than the required personnel in its 
directorates and departments for political and social considerations. 
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Table 3.5 
Distribution of Expatriate Workers in tiie Private 
Sector by Occupational Groups (1996)* 
% IVIajor Occupational Groups' No. of Workers 
Administration, Directors & Managers 
Scientific, Technical & Human IVIatters 
Specialists 
Scientific, Technical & Human Matters 
Technicians 
Clerical occupations 
Sales occupations 
Service occupations 
Agriculture, Stock Breeding, 
Aviculture & Hunting occupations 
Industrial, chemical & food 
Industries occupations 
Principal & Auxiliary Engg. 
Occupations 
Not stated 
Total 
36121 
28121 
16588 
55988 
58595 
73644 
49763 
47595 
167439 
2 
100.00 
7.5 
5.8 
3.4 
1.2 
12.1 
15.2 
10.3 
9.8 
34.6 
0.0 
483856 
Provisional 
According to Gulf Standardised classification 
Source: Ibid. 
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whereas, it is not the case with the profit maximising private sector. 
There is some sort of clash between relat ively under qual i f ied 
Omani job seekers with high expectat ions regarding posts and 
sa lar ies , and the interest of pr ivate employer who seek high 
qualif ications for reasonable salaries, which can be easily found 
among expa t r i a tes . It is generally believed that a segment of 
Omani employees are under qual i f ied for the posts they hold, 
wh ich c o n t r i b u t e s to more b u r e a u c r a c y and s low down of 
gove rnmen t p rocedu res , a p h e n o m e n o n , if t o l e rab le by the 
government wil l not be so for the private sector. Omanisat ion 
should not be at the expense of necessary exper t i se , work 
e f f i c i e n c y , s m o o t h n e s s and sustainable development opt imal 
utilisation of resources. 
3.5 NATURAL RESOURCES 
3.5.1 OIL 
Al though oil concessions started as early as 1925; it was 
only in 1967 when commerc ia l exports of oil began, after the 
discovery of oil at Yibal , Natih and Fuhud in 1962, 1963 and 
1964, respect ively. Many other f ie lds have been subsequent ly 
d iscovered by Pe t ro leum Deve lopment of Oman (PDO) . The 
product ion started with a mere 300,000 barrels a day in 1970, 
and kept r ising to reach 830,000 barrels a day in 1996 from 
87 f ie lds. During 1996, four exploration and production agreements 
worth $ 120 Mn were signed with international companies. In 1997, 
a $ 50.5 Mn worth agreement that spans eight years, was signed 
with a Saudi company^^ If we look at Table 3.6, we can see that 
the p roduc t i on of c rude oi l has been continuously i nc reas ing . 
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Table 3.6 
Production and Reserves of Crude Oil 
Year Annual Production Reserves 
Mn bbl Mn bbl end of year 
1971 106 
1972 103 
1973 107 
1974 106 
1975 125 
1976 134 3100 
1977 124 3100 
1978 115 3300 
1979 108 3000 
1980 104 2340 
1981 120 2570 
1982 123 2730 
1983 142 2982 
1984 152 3495 
1985 182 4000 
1986 204 4032 
1987 212 4012 
1988 227 4071 
1989 234 4250 
1990 250 4300 
1991 259 4250 
1992 271 4483 
1993 285 4700 
1994 295 5200 
1995 311 5200 
1996 323 5200 
1997 - 5400 
1998 - 5400 
Sources: Production f igures are taken from: Stat ist ical Year Book (1997). 
Reserves f igures from 1976 to 1993 are taken from: King Fahad 
University of Petroleum and Minerals, GCC Main Economic Indicators 
(1994-1996), Dhahran. Reserves figures from 1994-1998 are taken 
from: Secretariat General of Arab League, Joint Arab Economic Report 
(1999). 
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Oman produced 106 Mn barrel in the year 1971, it increased 
its production to 120 Mn bbl in the year 1981, then to 259 
IVIn bbl in 1991 and fur ther to 323 Mn bbl in 1996. The 
estimated figures of oil reserves kept increasing as well, due to 
exploration activities, the reserves were estimated to be 3,100 
Mn bbl at the end of 1979. In the light of discovering new 
fields, the figure was re-estimated at 4,032 Mn bbl at the end 
of 1986, and at 5 Bn bbl in 1999. Oil companies keep 
modifying and adjusting reserve figures in the light of new 
fields discoveries^^ 
3.5.2 NATURAL GAS 
Oman's liquefied Natural Gas (LNG) project is the biggest 
development project to be undertaken in the country, and one of 
the largest in the wor ld . The f i rst customer shipment is 
expected to take place in 2000. The Omani government has 
5 1 % share in Oman LNG lie, the rest is divided among foreign 
companies. Expectations of gas total reserves stand at 28 
trillion cubic feet of which 25 TCF are non-associated reserves, 
proven reserves stood at 19 TCF in 1997, of which 17 TCF is 
non-associated gas. Oman's government concluded contracts with 
companies in Korea, Japan and India for the exports of 6.5 Mn tons of 
LNG per year. Oman's major LNG project is scheduled to start production 
in May 2000^^ Table 3.7, shows production, marketed production 
and reserves of natural gas. 
Table 3.7 
P r o d u c t i o n , M a r k e t e d Product ion and 
R e s e r v e s of Natura l Gas 
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Year P r o d u c t i o n 
(Mn Cubic Feet) 
IVIarketed P r o d u c t i o n 
(Mn Cubic Meters/year) 
Reserves 
Bn Cubic 
l\/lts at 
year end 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
Source: 
-
-
-
-
13607.8 
16836.4 
20295.6 
26916.7 
35336.4 
39949.6 
49894.1 
55319.8 
56173.5 
58555.3 
62149.0 
64752.9 
71263.0 
82343.0 
88553.0 
85390.0 
90610.7 
-
-
Production figures 
2492 
3667 
3701 
3628 
2633 
2977 
2956 
3566 
1000 
2000 
2010 
2260 
2070 
2790 
2750 
3050 
3310 
3560 
57 
57 
56 
56 
56 
76 
76 
80 
209 
170 
213 
269 
264 
262 
290 
487 
479 
566 
719 
782 
807 
777 
805 
! taken from: Statistical Year Soo/c (1997), Op. 
cit. Marketed production and reserves from 1976-1993 figures are 
taken from: GCC Main Economic Indicators (1994-1996), Op. cit. 
Reserves figures from 1994-1998 are taken from: Secretariat General 
of Arab League, Joint Arab Economic Report (1999), Op. cit. 
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3.5.3 MINERALS 
In add i t ion to oi l and gas, Oman is endowed with other 
minerals l ike, marble, l imestone, gypsum, salt , chromi te, gold 
and other building materials, which are extracted by companies 
l ike Oman Min ing Company and Oman Ch rom i te Company. 
Copper mines were depleted in 1994, but it is est imated that 
Oman has 14.3 m i l l i on tons of Copper r e s e r v e s , ch rom i te 
rese rves are put at 2 m i l l i on tons and coa l d e p o s i t s wi th 
reserves of over 122 mi l l i on tons^^. Table 3.8, shows the 
production and values of minerals for the period 1994-96. 
3.5.4 AGRICULTURE AND WATER RESOURCES 
With reference to the most recent survey, 105,700 people 
hold 101,000 hectares of cult ivable land. The number becomes 
804,000 if their dependants are added. The number of permanent 
workers in agriculture amounts to 140,000, of which 47,000 are 
pa id w o r k e r s , the O m a n i g o v e r n m e n t u n d e r t o o k some 
deve lopment projects to d iscourage rural urban migra t ion, by 
providing basic infrastructure and amenit ies in the rural areas, 
and by t a k i n g p r e c a u t i o n a r y m e a s u r e s l ike b u i l d i n g f l ood 
pro tec t ion barr iers in f lood prone areas. Stat is t ics show that 
Oman is 93% self- suf f ic ient in f ru i ts , 75% in animal fodder, 
64% in vegetables, 35% in tuber crops, 53% in dairy products, 
4 6 % in bee f , 4 4 % in e g g s , 2 2 % in m u t t o n and pou l t ry^^ 
However, agricultural products cannot be enhanced without sufficient 
water resources, which are very cr i t ical to the development of 
ag r i cu l t u re . The d isposable water was put at 1.93 Bn cubic 
meter, of which 49% is used in agriculture^^ 
Table 3.8 
Production of Minerals 
71 
(RO (000), Metric tons) 
Year 
Minerals 
Marble 
Limestone 
Gypsum 
Salt 
Chromite 
Gold (Kg) 
Bui lding 
Mater ials 
Total 
Value 
783.38 
1399.76 
411.25 
812.08 
210.14 
448.45 
12479.06 
16544.10 
1994 
Production 
70378 
1939766 
121446 
13098 
6166 
122 
15314989 
Value 
1402.85 
3104.26 
368.61 
887.65 
187.96 
2551.95 
13419.32 
21922.60 
1995 
Production 
108407 
2206065 
104490 
14317 
5298 
611 
15972280 
Value 
1640.71 
3200.65 
373.36 
730.32 
612.45 
3102.71 
14092.72 
23752.92 
1996 
Production 
121157 
2262507 
113137 
12429 
15252 
595 
16369798 
Source: Statistical Year Bool< (1997), Op.cit. 
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3.5.5 LIVESTOCK AND FISHERIES 
Oman has around 183,000 sheep, 153,000 goats, 225,000 
cattle and 71,000 camels and it is considered as one of the 
major livestock producers among GCC countries, in spite of 
this, Oman is not self sufficient in beef and mutton^^ Oman 
produces and exports fisheries, its production of fisheries was 
118.60 thousand ton in 1990, which increased to 139.90 thousand 
ton in 1995, then declined to 129.90 thousand ton in 1998^^ 
3.6 THE PROBLEMS OF EXCLUSIVE DEPENDENCE ON A 
SINGLE DEPLETEABLE RESOURCE 
Most of the developing economies are characterised by 
large contribution of primary sector in GDP, in comparison with 
the cont r ibu t ion of manufactur ing and serv ices sectors. 
Considering the need of developing countries to earn hard 
currency to import intermediate goods needed for production 
process and manufacturing. Looking at the narrow productive 
base of these economies, we see that many developing 
countries depend on the export of one or two primary goods, 
let it be sugar, cocoa or oil. The larger the exports contribution 
in the GDP is, the greater the vulnerability of the economy to 
external shocks (generated by f luctuat ions in internat ional 
market) would be. The instabi l i ty of export earnings can be 
ascribed to fluctuations in the production itself (supply side), or 
to fluctuations in international demand for the primary good, 
which is featured by being of low elasticity. The other difficulty 
which is faced by primary goods exporters, is the declining 
terms of trade between primary and manufacture goods. As the 
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time passes LDC's have to pay more of their goods in order to 
get the same quantity or even less than what they used to get 
f rom d e v e l o p e d c o u n t r i e s . Tak ing t h e s e c i r c u m s t a n c e s of 
instability into account, it is easy to understand the problems of 
development planning in this type of economies. For instance, 
Oman had to devalue its currency by 10.2%, and to reduce its 
third five- year p}an budget by 10% as a result of 1986 oii 
cr is is . Ins tab i l i ty problem wi l l be looked into in-depth in the 
f i f th chapter. 
If we look at the stat ist ics concerning Oman, we see that 
the structure of the Omani economy has witnessed a change over 
the last th ree decades , but it is s t i l l cha rac te r i sed by high 
dependence on o i l . For ins tance , the con t r ibu t ion of non-o i l 
sector to GDP increased from 43.5% in 1976-80 to 62.4% in 
1991-95. If we consider the share of non-oi l revenues in total 
government revenues, we see that it increased from 7.8% to 
24 .4% for the same per iod , while the con t r ibu t ion of non-oi l 
exports increased from 3.8% to 19.4%2°. 
3.7 DIVERSIFICATION AND VISION FOR OMAN'S ECONOMY 
The most chal lenging task before the Omani government, 
is how to t ransform the st ructure of the nat ional economy in 
order to reduce dependency on crude oil exports. The Omani 
government is trying to reduce the contribution of oil sector to 
GDP, and to increase the contr ibut ion of non-oi l (including gas) 
and s e r v i c e s s e c t o r s to GDP. D i v e r s i f i c a t i o n in Oman is 
hampered by many factors like lack of natural resources other 
than hydrocarbons, lack of ski l led native manpower and high 
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defence expendi ture. One of the major object ives of economic 
deve lopment p lans, is to broaden the product ive base of the 
O m a n ! e c o n o m y by i n v e s t i n g in n o n - o i l s e c t o r s vis-a-vis 
manufactur ing, agriculture and agriculture related activi t ies like 
food , l ive animals and f isher ies . The stat is t ics shov\/ that the 
contr ibut ion of service sector to GDP increased from 32% in 
1976-80 to 52% in the period 1991-95. Al though the share of 
non-o i l commodi ty p roduct ion sectors ( t radeables) , increased 
from 3.5% to 6.9% during the said period, its size is sti l l very 
smal l when compared wi th the con t r i bu t i on of o i l , gas and 
s e r v i c e s s e c t o r s . It is w o r t h m e n t i o n i n g tha t the n o n - o i l 
commodity exports (excluding re-exports) formed 7.8% of total 
exports in 1995, this means only 13.4% cover ing of imports, 
i.e. 50 days of the annual current imports. 
The v is ion for Oman's economy aims at the c rea t ion of 
efficient and diversified economy, based on renewable resources 
and i n teg ra ted wi th g loba l economy, via i nc reas ing non-o i l 
sec tors ' ( inc lud ing gas) cont r ibut ion to GDP by 9 1 % , and by 
increasing the contr ibut ion of non-oi l exports to GDP to 13% 
by 2020 , as we l l as t h rough enhancing the va lue added of 
expor ted natura l resources . However, this ambition is faced by 
many challanges such as dec l in ing oil reserves , weak l inkage 
between sectors, inefficiency and incompetit iveness in the global 
market. Moreover, the economy suffers from chronic budget defici t , 
imbalances in prices between goods and services sectors, and 
d o m i n a n c e of the g o v e r n m e n t sec to r over the private sector. 
Inadequate savings channelled towards services production and 
i n a d e q u a t e c o o r d i n a t i o n b e t w e e n a c a d e m i c and t e c h n i c a l 
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t r a i n i ng on the one hand , and marke t r equ i r emen ts on the 
other, are some of the difficulties to be dealt with. Taking these 
challenges into account, the strategy of diversif icat ion is based 
on increasing value added with the help of advanced technology, 
e x p o r t - l e d d i v e r s i f i c a t i o n s p o l i c i e s and i n t e g r a t i o n w i th 
i n t e r n a t i o n a l economy to facilitate t rans fe r of t echno logy . In 
addition to this, the strategy is based on development of t radeable 
p r o d u c t i o n and p r i va te sec to rs as well as human resou rces . 
Privatisation and conservat ion of water resources are among the 
dimensions of this strategy^\ 
3.8 DEVELOPMENT PLANNING IN OMAN" 
In late 1974, the development counci l was estab l ished as 
the sole government body responsible for development planning 
in Oman. The broad object ives of development pol icy are to 
reduce re l i ance on pe t ro leum th rough deve lopmen t of new 
renewab le r esou rces of i ncome by i nves t i ng in i n d u s t r i e s , 
q u a r r y i n g , a g r i c u l t u r e and f i s h e r i e s , and to i m p r o v e the 
standard of l iving and quality of life of the Omani people. The 
f irst f ive-year plan was ini t iated for the period 1976-80, then it 
was fo l lowed by four success ive plans upto 1996-2000. The 
first plan was characterised by high investment in infrastructure 
as prerequ is i te for deve lopment process. The 1976-80 period 
wi tnessed prosperous oil revenues as well as the incept ion of 
natural gas uti l isation. The State General Reserve Fund (SGRF) 
was establ ished as inheritance for the new generat ions, and it 
was f i n a n c e d by 15% of the net a n n u a l o i l r e v e n u e s . 
Subsequent ly the fund was used as stabi l is ing mechanism for 
f luctuat ions in oil prices. 
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The high oil prices which continued during the second 
plan, contributed to the enhancement of SGRF resources. The 
capital formation level formed 25% (approx.) of the GDP. During 
the period of th ird Plan (1986-90), Oman suf fered the 
drawbacks of low oil prices, the plan experienced increasing 
burden of current expenditures on government revenues, which 
were not possible to be compensated from other sources. 
Oman witnessed economic contraction, and it had to withdraw 
RO 1254 Mn from SGRF to finance the deficit at the end of 
1989. Afterwards, the Gulf War II caused oil prices to increase 
significantly in 1990. The main concentration in the fourth plan 
(1991-95) was to direct investment towards production projects 
to widen and diversify the productive base of the economy and 
to encourage the private sector. 
The fifth plan focused on balancing between government 
revenues and expenditures, development of human resources 
and encouragement of savings. An endeavour was made to subject 
government projects to economic criteria and to encourage the 
private sector. The projected figure of oil production during this 
plan ( 1996-2000) was 800,000 bbl/d. It is important to mention that 
the plan aime,d at 4.6% average GDP growth rate at current 
prices, and 68.8% non-oil sector share in GDP by the end of 
the year 2000. The plan also aimed at increasing the share of 
private sector in total investment to 53.3% and to limit annual 
inflation rate to 1%. 
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3.9 THE STRUCTURE OF THE OMANI ECONOMY" 
The economy of Oman is an oil-based economy, which 
suffers from structural weakness reflected in the dominance of 
oil in exports and government revenues, accompanied by 
marginal non-oil exports. This weakness resulted in internal and 
external structural imbalances, represented by the budget and 
balance of payments deficits. In 1998, oil sector accounted for 
about one third of GDP, 90% of export earnings and two-thirds 
of budget revenues^". 
In this section we will review 30- years time series data 
on GDP classified by kind of economic activity at current prices. 
The said time span is supposed to be enough to give us deep 
insight about the trend of structural development of the Omani 
economy, and about the vulnerability of the economy to the 
ups and downs of the international oil market. 
If we start from 1967, the year in which the f i rst 
commercial shipment of oil took place, we find that the total 
petroleum act iv i t ies accounted for 37% of GDP at market 
prices, which does not show heavy dependency on oil because 
the economy was very primary by then, a fact reflected by that 
the GDP was RO 42.1 Mn only (see Table 3.10). In subsequent 
years, dependence on product ion and export of crude oil 
started aggravating, in 1969 for instance, the petroleum activities 
share in GDP escalated to 73.3%. 
One milestone in the Omani economy we have to focus on 
, is the 1974 oil c r is is , were the oil revenues nearly 
quadrupled. It is sufficient to compare ^-Ip^eHw^rt''the figures of 
Table 3.9 
Economic Indicators of Oman* 
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Detail 1970 1980 1990 1995 
1. Gross Domestic product in Current Prices: 
- Tlie relative share of oil sector to tiie GDP {%) 
- The relative share of non-oil sectors to the GDP (%) 
2. Average per capita share in the GDP (RO) 
3. Final consurrptlon: 
- The relative share of final consumption to the GDP (%) 
- The relative share of public consumption to the GDP (%) 
- The relative share of private consumption to the GDP (%) 
4. Capital Formation: 
- The relative share of capital formation to the GDP (%) 
- The relative share of Public capital formation to the GDP (%) 
- The relative share of private capital formation to the GDP (%) 
5. Foreign Trade: 
l\/lerchandize Exports 
Merchandize Imports 
- Balance of Trade (+) / (-) 
- Current Balance (+) / (-) 
6. National Saving: 
- The relative share of public saving to the GDP (%) 
- The relative share of domestic saving to the GDP (%) 
7. Public Finance: 
(a) Net Revenue 
The relative share of net oil revenue to the revenues (%) 
(b) Public Expenditure 
- The relative share of public expenditure to the GDP (%) 
- The relative share of current expenditure to 
public expenditure (%) 
(c) Surplus (+) Deficit (-) 
104 2185 4493 5288 
69 
31 
158 
34 
33 
NA 
NA 
15 
14 
NA 
NA 
NA 
NA 
NA 
NA 
46 
66 
50 
100 
46 
44 
57 
4 
61 
39 
2075 
1236 
57 
14 
42 
442 
20 
14 
6 
1294 
678 
616 
293 
34 
43 
924 
90 
950 
44 
70 
-26 
48 
52 
2762 
3056 
68 
27 
41 
555 
12 
6.8 
5.2 
2118 
1076 
1042 
475 
23 
32 
1876 
82 
1887 
42 
83 
-11 
38 
62 
2477 
4035 
76 
27 
49 
795 
15 
9.4 
5.6 
2332 
1684 
648 
-342 
9 
24 
1852 
.74 
2331 
44 
80 
-497 
Data of the new System of National Accounts was used starting 1980. 
Source: The Fifth Five-Year Development Plan (1996-2000), Op cit. 
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1973 and 1974 to show the huge impact of oil prices on the 
pe r fo rmance of the economy, which is greatly exposed to the 
i n te rna t i ona l market . In 1973, the to ta l pe t ro leum ac t iv i t ies 
f i gu re was RO 94.5 Mn, it j umped to RO 389 Mn in 1974. 
Again in 1979 there was a signif icant escalation in oil prices, 
the oil sector 's f igure jumped from RO 498.4 Mn in 1978 to 
RO 721 Mn in 1979, contr ibut ing 61.5% to the GDP. In 1980, 
the oil prices hit 36 $/b mark and the oil sector contribution to 
the GDP reached RO 1322..7 Mn i.e., it increased by 83.4% in 
comparison with 1979. 
In 1986, the Omani economy had to suf fer due to 50% 
(approx.) d e c r e a s e in o i l p r i c e s , consequently, the Oman i 
g o v e r n m e n t had to deva lue its cu r rency by 1 0 . 2 % and to 
reduce its budget by 10% as mentioned earlier. The adverse 
e f fec t of th is cr is is could not be avo ided by inc reas ing oil 
production and the oil sector share in GDP decreased from RO 
1780 Mn in 1985 to RO 1255.7 Mn in 1986. 
The Gulf War II in 1990 provoked the fears of major oil 
i m p o r t e r s . U n c e r t a i n t y and s p e c u l a t i o n c o n t r i b u t e d to the 
increase of oil pr ices. After that, it kept f luctuat ing upto 1998 
when oil pr ices recorded h is to r ica l low level at 12.3 $/b, a 
price considered disastrous by oi l -export ing count r ies , such a 
low price is a real threat to development plans of small and 
open o i l - b a s e d e c o n o m i e s wh i ch d e p e n d h e a v i l y on a 
commodity which, is price-wise and production-wise unstable^^ 
The agriculture and f ishing sector's contr ibut ion to GDP is 
marg ina l in both abso lu te and re la t ive te rms. It con t r ibu ted 
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15.8% of th-e GDP in 1970 when the economy was in its initial 
stage, this contr ibution declined to 2.7% in 1980, and further to 
2.5% in 1996. This phenomenon can be at t r ibuted to l imited 
water resources, inadequate rain fa l l , under ut i l isat ion of fert i le 
land, and unfavourable climatic conditions in many regions in Oman. 
In absolute terms, agr icu l ture and f ishing sectors contr ibuted 
RO 16.6 Mn, RO 58.8 Mn, and RO 147.2 Mn for the 
concerned years, respectively. The case is not much different for the 
industrial sector which contributed 8.4% to the GDP in 1970, when 
development was in its preliminary stage. The figure declined to 6.4% in 
1980 and 1990. In 1996, it amounted to RO 443.3 Mn forming 7.5% of 
the GDP. The service sector which consists of government and private 
services, contributes significantly to the economy, the service activit ies 
figures grew from RO 32.7 Mn in 1973 to RO 100 Mn in 1974. 
Again it grew from RO 305.3 Mn in 1979 to RO 679.9 Mn in 
1980. In 1989, the year previous to Gulf War II, the f igure was 
RO 1710 .8 Mn and j u m p e d to RO 2 0 0 4 . 8 Mn in the 
subsequent year, later on it reached RO 2926.7 Mn in 1996. 
Relat ive ly speak ing , the serv ice sector cont r ibu ted 17.7% to 
GDP in 1974, this f igure amounted to 3 1 . 1 % in 1980, and kept 
growing to reach 44.6% in 1990 and further to 49.7% in 1996. 
At the f i r s t g l a n c e , one wou ld s u g g e s t t ha t th is 
phenomenon is expla ined by heavy government investment in 
infrastructure, health and education. This is true to some extent 
but it does not exp la in why the share of non -governmen ta l 
se rv i ces in the to ta l is larger than the g o v e r n m e n t a l share 
(74.4% and 25.6% in 1995 respect ively)^^ provided the weak 
links between the export sector and the other sectors of the 
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e c o n o m y . A c c o r d i n g to a WB repo r t on Oman^^, the sa id 
phenomenon is caused by 'Dutch Disease' , a s i tuat ion occurs 
when domestic spending increases as a result for discovery or 
d e v e l o p m e n t of a n a t u r a l r e s o u r c e , a c c o m p a n i e d by an 
increase in public revenues and expenditures. This leads to an 
i nc rease in d o m e s t i c s e r v i c e s ' p r i ces re l a t i ve to domes t i c 
tradeable goods, which means an enhancement to real exchange 
ra te . An impor tan t fact to be ment ioned is that , domest ic 
t radeable goods do not exper ience increment in their prices 
because they are checked by in ternat ional compet i t ion (Small 
open economy where pr ices are de te rm ined by supp ly and 
demand) . As a resu l t , the p roduc t ion of domest i c t radeab le 
goods become less prof i table than the product ion of domestic 
services. Keeping in mind that high domestic demand drives up 
the pr ices of domest ic labour and cap i ta l , which cont r ibutes 
fur ther to decreasing prof i tab i l i ty of the ment ioned goods. In 
the light of prices and costs, the factors of production will be 
t r a n s f e r r e d f rom one sec to r to ano ther , and consequently, a 
relative increase in service production, and relative decrease in 
the product ion of agriculture and f isheries. 
3.10 GOVERNMENT FINANCE 
The public sector in Oman plays the most important role in 
the development of the economy, since the government is the 
owner of al l natural resources . The Omani government has to 
inves t heav i l y in the f i e ld of i n f r a s t r u c t u r e , educa t i on and 
heal th , in order to achieve its broad object ives in developing 
human resources and encouraging non-oi l sectors to diversify 
the economy. 
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If we look at government revenues we see that it is heavily 
dependent on oi l . The government 's endeavour to broaden its 
r e v e n u e s ' sou rces did not g ive f ru i t s yet , as it shou ld be 
based on renewable resources rather than dwindl ing ones. A 
ser ious p rob lem the gove rnmen t faces is : at what rate the 
natural resources should be depleted? It is necessary to adjust 
the f igures of nat ional income to this const ra in t in order to 
give precise picture about the economic status of the country, 
where the economy is dependent on public expendi ture, which 
in turn is dependent on a dwindling resource. 
In order to have some in s ights about this p rob lem, we 
w i l l c o n s i d e r the l o n g e s t p o s s i b l e t ime s e r i e s da ta on 
government ' revenues and expend i tu res , that is f rom 1971 to 
1996. From Table 3.11(a), we can see that in 1971, the ini t ial 
s tage of d e v e l o p m e n t , o i l r e v e n u e s c o n t r i b u t e d 9 5 . 6 % of 
government revenues. This shows the extent to which government 
revenues, like many macro-economic variables, are dependent on oil 
revenues, which in turn are greatly a f fec ted by f l u c t u a t i o n s in 
i n te rna t i ona l oi l market . For ins tance , government revenues 
jumped from RO 61.4 Mn in 1973 to RO 291.5 Mn in 1974 at 
a s p e c t a c u l a r ra te of 2 9 0 . 5 % . Oil r e v e n u e s kept g row ing 
s tead i l y upto 1980, when there was a persistent hike in oil 
pr ices. Oil revenues rose f rom RO 634.6 Mn in 1979 to RO 
1095.5 Mn in the subsequent year, where it contr ibuted 92.2% 
of total government revenues which remained high upto 1985, 
when it fel l drastical ly by RO 581.1 Mn., or by 47.6% of 1986 
total revenues, due to the fal l in oil pr ices. The f igure under 
consideration rose considerably from RO 1197.4 Mn in 1989 to 
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MnRO 
Item 
Internal 
Revenues 
Oil Revenue 
Gas Revenue 
Interest from 
Investment 
Other Revenues 
Revenue from 
Internal sources 
(Net) 
Recurrent EXD 
Defence & National 
Security** 
Civilian Ministnes 
Interest paid on 
Govt loans 
Govt Share in 
recurrent Exp 
of PDO 
Total recurrent 
Exp. 
Current surplus 
or Deficit 
Development 
Exp 
Civilian Ministries 
Govt share in 
Capital Exp of 
PDO 
Total Development 
Exp. 
Total Surplus or 
Deficit 
Grants and Loans 
Grants 
Net Borrow/ing 
New Disbursed 
Loans 
Repaid Loans' 
Instalments 
Total Means of 
Meeting Deficit 
Final Surplus or 
Deficit 
Govt Share in 
Domestic Ent 
Govt Share in 
Foreign Enterpnse 
Change in Govt 
Assets 
1971 
47 9 
-
-
22 
50 1 
16 1 
99 
-
-
26 0 
24 1 
20 0 
-
20 0 
41 
-
-
-
-
-
-
-
-
-
TABLE 1 3.11(a) 
GOVERNMENT FINANCE 
1972 
49 6 
-
-
34 
53 0 
27 9 
138 
-
-
41 7 
11 3 
29 9 
-
29 9 
-18 6 
-
72 
176 
-104 
72 
-11 4 
01 
-
-11 5 
(1971-79) 
1973 
61 4 
-
-
72 
68 6 
42 0 
20 2 
-
-
62 2 
6 4 
29 5 
-
29 5 
-23 1 
-
37 
281 
-24 4 
37 
-194 
-
16 7 
-36 1 
1974 
291 5 
-
-
11 7 
303 2 
117 7 
59 9 
33 
57 
186 6 
1166 
128 0 
149 
142 9 
-26 3 
83 
83 6 
101 6 
-18 0 
91 9 
65 6 
10 
187 
45 9 
1975 
373 1 
-
-
146 
387 7 
241 0 
65 3 
59 
103 
322 5 
65 2 
156 8 
162 
173 0 
-107 8 
716 
49 5 
84 7 
-35 2 
121 1 
133 
62 
78 
-0 7 
1976 
454 7 
-
-
32 6 
487 3 
271 3 
95 1 
72 
123 
385 9 
101 4 
181 1 
140 
195 1 
-93 7 
180 
79 7 
104 4 
-24 7 
97 7 
40 
10 
37 
-0 7 
1977 
482 2 
-
-
38 3 
520 5 
237 1 
126 6 
10 3 
14 9 
388 9 
131 6 
130 4 
155 
145 9 
-14 3 
92 7 
-22 4 
60 3 
-82 7 
70 3 
56 0 
11 0 
6 8 
38 2 
1978 
457 7 
-
-
44 6 
502 3 
264 5 
138 1 
164 
184 
437 4 
64 9 
89 0 
33 7 
122 7 
-57 8 
67 
194 
82 7 
-63 3 
26 1 
-31 7 
65 
68 
-45 0 
1979 
634 6* 
43 
69 
46 4 
692 2 
246 4 
144 5 
19 7 
24 1 
188 3 
234 9 
129 4 
63 7 
1931 
41 8 
61 9 
-130 
40 5 
-53 5 
48 9 
-
}11 8 
78 9 
Net total oil revenue minus net transfers to SGRF 
includes development expenditures of civilian nature 
Source: Statistical Year Book, Vanous issues, Op cit 
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RO 1701.6 Mn in 1990 as a consequence of Gulf War II. The 
oil contr ibut ion to total revenues was 74% in 1996. On the other 
hand, gas revenues contributed as little as 0.62% to total in 1979, it 
kept increasing to reach 2.6% in 1987 and fur ther to 2.8% in 
1996. In 1998, the expor t pr ice of the Omani oi l averaged 
under US$ 12 per barrel, and the budgetary revenue suffered a 
decl ine of 10% points of GDP and a loss of US$ 2 bi l l ion in 
export earnings. Due to the above mentioned facts the Omani 
government took some steps to increase its revenue from non-
oil sources by increasing custom dut ies, some types of taxes 
and f ees on c e r t a i n pub l i c s e r v i c e s . These m e a s u r e s 
contr ibuted 3% points of GDP in the original 1998 budget^^. 
The structure of the public finance is character ised by high 
expend i tu re on defence and nat ional secur i ty , as wel l as by 
high c iv i l ian recurrent expendi ture . The defence expendi ture 
kept growing steadi ly from 1971 where it was RO 16.1 mil l ion 
or 12.9% of GDP to RO 744.9 Mn or 20.7% of GDP in 1985. 
The government raised its expend i ture on defence from RO 
117.7 Mn in 1974 to RO 241 Mn or 48.6% of total expenditure 
to face the si tuat ion in Dhofar. After 1985, it kept f luctuat ing, 
but remained s ign i f i can t l y high as it costed the government 
12.5% of 1996 GDP. If we consider the period 1980-96, we can 
see that the expend i t u re on de fence and na t iona l secur i t y 
formed 42.8% of total expendi ture, which is except ional ly high 
figure. In 1986 defence expenditure decl ined to 34.3% of total , 
while it was 32.7% in 1996. However, it is noteworthy that most of 
the Gulf States as well as many Arab Countries' budgets suffer 
from the same problem. 
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As far as recurrent expendi ture is concerned , its stnare was 
56 .6% of to ta l in 1974. It kept dec l in ing to reach 28.5% of 
total in 1980. In 1990 it reached 43.8%, and further increased to 
48.8% of total expenditure or 18.7% of GDP in 1996. Another 
s igni f icant item of government expenditure is the development 
expendi ture. In 1975, its share of total expenditure was 34.9%. 
It fe l l down to 27.7% in 1985 and fur ther to 1 5 . 1 % in 1990, 
while in 1996 the f igure was 17.9%. 
If we look at the s ta t is t ics concern ing the per iod under 
s tudy (1971-96) , we can see that the budget su f fe red f rom 
cont inuous def ic i t except for few years, where the revenues 
were except iona l ly high as a resul t of high oil pr ices, as in 
1980 when the budget recorded surplus of RO 238.1 Mn. The 
Omani government used to meet the budget de f i c i t th rough 
loans f rom d i f fe rent sources , issuance of government bonds 
and wi thdrawal f rom the SGRF, which was used to meet the 
defici t in the years marked by low oil prices. The government 
wi thdrew RO 492.4 Mn from SGRF in 1986, whi le this f igure 
was RO 292 Mn or 77.5% of total means of f inance in 1993. 
3.11 PUBLIC DEBT 
Loss of revenues caused by the fall in oil prises, coupled with 
inabi l i ty of the government to increase revenues from non-oi l 
sources, contributed to increasing public debt. The steps taken by 
the government in 1998 to increase its revenues from custom 
duties, taxes, and public fees, were welcomed by IMF on pure 
economic criteria: however, political and social aspects should be 
taken into consideration, when implementing such type of policy. 
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since it has direct effect on the well-being of the people, and 
consequently, on socio-political relations in the country. 
The public debt in Oman increased from RO 170 Mn in 1980 
to RO 940 Mn in 1986, and further to RO 1376 Mn or 25.9% of 
the GDP in 1995". External public debt is not a sever problem in 
Oman with comparison to other middle-income developing countries. 
External debt reached RO 999 Mn or 72.6% of public debt in 1995. 
It recorded RO 1313 Mn or 22.3% of GDP in 1996, with RO 276.8 
Mn or 4.7% of GDP debt service in the same year^°. 
3.12 EXCHANGE RATE AND INFLATION 
The first national currency was issued in mid 1970 by monetary 
authority of Muscat, it was known as Rial Saidi and it was equal to 
2.13281 gm of pure gold, the same content of the Sterling pound. 
In November 1972, the Omani Rial was issued and it was identical 
to its predecessor . The Centra l Bank of Oman (CBO) was 
established in November 1974, and since its inception it did not 
impose res t r ic t ions on fore ign cur renc ies exchange, or on 
transferring currency abroad. 
The CBO fol lows unitary exchange rate for all commercial 
transactions as well as for current and capital transfers. The foreign 
assets which are used as a cover for -currency issue, consists of 
gold, silver, foreign currencies, demand and time deposits in hard 
currency, internationally accredited reserves including SDRs, the 
Sultanate reserves account in the IMF and foreign bonds^\ 
The Omani Rial was pegged to the US Dollar in February 
1973, this was justified by that oi l , which comprises the largest 
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revenue of Oman, is evaluated by Dollar in the international market, 
and because the Dollar is the main currency for ,commercial 
transactions and payment, as well as the major currency for 
investment and formulation of foreign currency reserves. 
The rate of exchange (fixed nominal rate) for Omani Rial 
against the US$ vjas $ = R0 0.3457 for the period 1974-85. In 
January 1986, the Omani Rial was devalued by 10.2% (from 1986 
onwards $=R0 0.3845)^2 The devaluation of Rial led to costlier 
imports evaluated by domestic currency, the matter which decreased 
the volume of imports and increased the prices, but encouraged 
non-oil exports at the same time. One disadvantage of fixed 
exchange rate is that it makes the monetary policy less efficient. 
Moreover, the exchange rate of Omani Rial is determined by the 
conditions of supply and demand for US Dollar in the free market 
of foreign currencies. Interest rates in Oman fluctuates in response 
to the rates in the international markets^^ 
During the period 1975-96, there was no consumer price index 
at the national level, but it was available for Muscat only. Since the 
said index was not comprehensive, it could not be used as a 
deflator for nominal exchange rate of the Omani Rial in order to 
calculate real exchange rate. CBO used to prepare and publish 
nominal exchange rates for Omani Rial as well as nominal effective 
exchange rate index^^ If we look at Table 3.12(a), we see that the 
index number decreased from 100 in the end of 1980 to 88.3 in 
the end of 1985 i.e., before the devaluation of Rial in January 
1986, the said decrease reflects the increase in purchasing power 
of Rial during the mentioned period. Since the relation between RO 
and US Dollar is fixed, the increase in RO value is attributed to 
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the increase in US Dollar exchange rates against other currencies 
during the period under discussion. If we consider the situation after 
devaluation, we can see that the RO experienced an increase in 
nominal effective exchange rate index which means a decrease in 
the purchasing power of RO in compari-^jon with 1980 (base year). 
This decrease can also be ascribed to the decreasing exchange rate 
of US Dollar against the currencies of major import partners during 
the concerned period. 
IMF has estimated the real effective exchange rate indices, 
where the decrease in the index reflects the decrease in the real 
external value of RO and v ice-versa. We can see from Table 
3.12(b), that the real effective exchange rate has increased in 1989, 
1990, 1993 and 1996, reflecting low rate of inflation in these years. 
Table 3.12(c), shows the impact of fluctuations of the external value 
of RO on in f la t ion rate. In 1994 the ex terna l va lue of RO 
decreased by 7%, but the price index of imports responded only by 
4.6%. 
Although a comprehensive consumer price index, for whole 
important commodities at the national level is not available. Table 
3.12(d) may give some idea about price level in Oman and its 
association with the fluctuations in oil prices. The increasing trend 
from 1980-1982 is obvious as a result economic boom motivated by 
high prices .of oil. 
3.13 THE BALANCE OF PAYMENTS (BoP) 
Dominance of oil and oil exports, oil-generated trade balance 
surplus and negative services balance, are the main characteristic of 
Oman's BoP. The trade balance (TB) showed continuous surplus 
99 
throughout the period under study (1973-96). Table 3.13 shows that 
TB rose at spectacular rate of 612.7%, from RO 29.1 Mn in 1973 
to RO 207.4 Mn in the subsequent year. TB experienced another 
enormous rise from RO 113.7 Mn in 1978 to RO 294.2 Mn in 1980 
and fu r ther - to RO 581.3 Mn in 1981. It kept rising upto 1986 
where it registered a drastic fall to RO 113 Mn from RO 555 Mn 
in 1985. It rose again significantly during the Gulf War II. Detailed 
study of the TB and its components wil l be undertaken in the 
subsequent chapter. 
If we look at the service and private transfers (SPTB) figures, 
we see chronic deficit which is caused partially by expatriate labour 
remittances, a significant item in Oman's BoP, which accounted for 
21.2% of GDP in 1975, 16% in 1986 and 17.7% in1996. However, 
the current account balance shows clearly that the TB surplus in 
many years was offset by persistent deficit in SPTB especially in 
the years marked by low oil prices, such as 1986 and 1988.As far 
as the capital account balance is concerned, it exhibits continuous 
surplus, except for few years. The positive capital inflow which 
re f lec t the government 's net fore ign bor row ing , led to the 
accumulation of foreign reserves at the CBO, which were used to 
finance the deficit during the years 1986 and 1988. 
During the period 1973-96, the BoP as a whole, showed deficit 
in 12 years out of 24, even in a year marked by very high oil 
prices, as 1974 when the BoP recorded an overall deficit of RO 
12.4 Mn. A recent trend shows continuous deficit which recorded RO 
335 Mn in 1993 i.e., 7% of the GDP. The same figure was 5% for 
the subsequent year where the BoP registered a deficit of RO 249 
Mn. The deficit fell significantly to RO 31 Mn during 1996. 
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3.14 SAVINGS AND INVESTMENT 
The fact that the Omani economy is oil-dominated, entails more 
attention towards savings and investment. If the revenues of oil and 
gas- the non-renewable base of the economy- are consumed without 
saving, or if the savings are utilised in unproductive activities, the 
next generation will suffer severe consequences in the post-oil era. 
Some of the features that can be concluded from the statistics on 
savings and investment: the first one is that an important fraction of 
oil revenues is spent on current consumption; the second one is lack 
of private investment due to dominance of public spending; and 
lastly that the national savings are less than domestic savings due 
to expatriate labour remittances'^ 
If we consider stat ist ics on savings and capi ta l format ion 
(investment) for the period 1980-86, we see that national savings 
were more than investment upto 1985. In 1986, it fell down at the 
rate of 53.5% due to low oil prices. During 1990, the year in which 
Gulf War ll took place and witnessed high oil pr ices, national 
savings were exceptionally high and recorded RO 1029.9 Mn, that 
is RO 394.5 Mn more than the previous year. However, recent trend 
shows persistent gap between saving and investment, the gap went 
up from RO 60 Mn in 1991 to RO 394 Mn in 1993, then declined 
to reach RO 342 Mn by 1995. The GDP share of national savings 
averaged 10.6% during the fourth five-year plan (1991-1995). It is 
wor th ment ion ing that the GNP share of nat iona l saving is 
cons idered inadequate and far below the opt imum level . For 
instance, the GNP share of national savings was 17.6% in 1991, 
while the optimum level calculated and suggested by WB is 39%^^ 
A glance at Table 3.14 shows an increasing trend in final consumption. 
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which is not proportionate with national savings. As far as investment is 
concerned, statistics (Table 3.15) show the dominance of public 
investment over private investment. This is reflected by the fact that 
the relat ive share of publ ic capital format ion in gross capital 
formation ranged between 58.7% and 6 4 . 1 % in the period 1991-
1995. The growth rate of gross public and private capital formation 
is considered' low. The targeted gross public capital formation in the 
fourth five-year plan was 12.9% while the actual figure is 10.2%, 
the case is more serious for the private sector, for which the 
targeted rate was 13.9% while the accomplished level was 3.7% 
only. So, it is very important for the government to adopt private 
investment encouraging policies, in order to foster its role in the 
domestic economy. 
3.15 CONCLUSION: 
Oman achieved sat isfactor i ly in the f ield of inf rastructure, 
health and education. A considerable improvement took place in 
these f ie lds as ref lected by social indicators during the period 
under review. The Omani economy is a smal l open economy, 
which is based on a single depleteable resource with narrow 
product ive base. The economy suffers from several st ructural 
imba lances , represented by dominance of oil in merchandise 
exports, coupled with weakness of non-oil exports. Oil revenues 
comprise signif icant fraction of GDP and government revenues. 
The economy also suffers from internal imbalance ref lected in 
ch ron i c budge t de f i c i t as we l l as f rom ex te rna l imba lance 
represented by ba lance of paymen ts de f i c i t . The Omani 
gove rnmen t was encou raged by WB and IMF to cut publ ic 
expenditure, in order to reduce budget deficit, such suggestion. 
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though economically seems to be sound, may lead to social 
unrest as in many Arab countries. Economic criterion should not 
be the only one when touching such sensitive issues, political 
and social considerations should also be taken into account. The 
fact that the exceptionally high expenditure on defence and 
national security is responsible to large extent for budget deficit, 
should not be overlooked. 
As far as the economic objectives of the government are 
concerned, the statistics show that Oman still has long way to go. 
With respect to diversification, which has been adopted as a 
development strategy since the inception of development planning in 
Oman, we see that the economy is still heavily dependent on Oil. 
Although natural gas gives a new hope for improvement but again 
its non-renewable resource, which should be utilised very carefully at 
a well calculated social discount rate, in order to secure the future 
of the next generations. Investment in agriculture does not seem 
feasible in Oman, primarily due to natural constraints, but oil 
revenues could be utilised in establishment of heavy industries 
which have the potential to change the structure and composition of 
imports in a radical manner. 
Another aspect of development strategy in Oman, is the 
enhancement of domestic human resources, in order to enable the 
country to rely on its own skilled manpower rather than on 
expatriate labour force, but Oman is still dependent on foreign 
expertise especially in technical fields and fields of high speciality. 
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It is a truism that oil and gas will not last for ever. Unless 
very serious steps are taken to replace oil as the core of the 
economy, and to integrate with other Arab and Muslim countries. Oman 
in particular and Gulf States in general, have to suffer sever 
consequences in the post-oil era. 
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CHAPTER FOUR 
STRUCTURE. COMPOSITION AND DIRECTION OF 
OMAN'S FOREIGN TRADE 
4.1 INTRODUCTION 
International trade has played an innportant role in the economic 
history of Oman, Omanis were known for their love for sea and for 
travell ing to trade with Asia and Africa. In the old t imes, Oman 
mainly exported copper and insane and imported clothing and hides. 
The Omani ports were among the most important ports in the Islamic 
world in the 10th century, for its distinguished location among the 
coasts of India, Africa, and Far East, the matter which enabled 
Oman to play as a centre for regional distribution. By the end of 
18th century, Oman became the main commercial distribution centre 
which serves Gulf, India, and the Red Sea. More than half of Gulf 
trade was via Omani ports. By mid of the 19th century, Oman lost its 
importance because the steam ships used a new route away from 
Omani ports, the thing which limited Oman's trade to basic goods^ 
However, Oman's trade restored its importance after the discovery and 
exploitation of oil. 
The primary objective of this chapter is to examine and ascertain 
the trends in Oman's foreign trade by analysing developments in 
international payments. An appraisal of the trade policy shall also be 
undertaken. Terms of trade are given due emphasis since they 
determine the gains from trade. A special reference is made to the 
prices of oil and manufactured imports. Structure of trade will be 
looked into by breaking it down to its main components i.e.. 
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traditional and non-traditional. Composition and direction of exports 
and imports shall be studied according to Standard International Trade 
Classification (SITC). Direction of trade will be discussed by region 
and major trade partner, with special attention to intra-Arab trade. 
4.2 DEVELOPMENT OF INTERNATIONAL PAYMENTS 
Development of international payments can be followed up by 
studying country 's balance of payments (BoP) which ref lects 
transactions between the country and rest of the world. Trade balance 
(TB) showed continuous surplus throughout the period 1973-99, except 
for 1998 where it registered the first ever deficit of RO 122 Mn i.e., 
2.2.% of GDP (Table 4.1). The year 1998 experienced the lowest oil 
prices which hit one digit, resulting in a substantial decline in oil 
revenues. The TB jumped from RO 29.1 Mn in 1973 to RO 207.4 Mn 
as oil prices quadrupled in late 1973. In the 80's, TB recorded lowest 
surplus at RO 113 Mn in 1986. A major disagreement among OPEC 
in adhering to the agreed reduced quotas^, resulted in sharp decline 
in oil prices from $27.5 in 1985 to $13 per barrel in 1986^ In 1990, 
TB crossed the one billion mark for the first t ime. It recorded a 
surplus of RO 1042 Mn (23.2% of GDP) as a direct result for the 
crisis created by the Gulf War II. Again in 1996, the surplus was again 
larger than one billion (17% of GDP). The TB recorded a surplus of RO 
983.2 Mn in 1999, after experiencing the deficit in 1998. 
The continuous surplus in trade balance is accompanied by 
chronic deficit in service and private transfers balance (SPTB), which 
resulted in many years in negative current account balance. The 
leading items in SPTB are profit and workers' remittances, profit 
remit tances of foreign oil companies (PDO foreign partners), 
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contractors who are doing projects for the government, and 
commercial banks. The aforesaid items constituted 67% of SPTB in 
1974, 31.6% in 1984, and 2 0 . 1 % in 1996. Contractors and 
commercial banks' remittances accounted for 28%, 25%, and 7% of 
SPTB, respectively, while outward workers' remittances formed 57.5% 
of SPTB deficit in 1979, and 63% in 1996. The statistics show that 
the current account balance is in surplus in the years of high oil 
prices, and in deficit in the years of low oil prices. The said balance 
registered a deficit of RO 383 Mn (12% of GDP) in 1986 and RO 
1134 Mn (20.8% of GDP) in 1998. 
4.3 TRADE POLICY 
The Government of Oman follows principles of economic freedom 
in regulating its external trade relations. There are no restrictions and 
barriers to trade, some imports are exempted from customs, the rest 
of imports are subject to low duties. Oman doesn't apply import 
quotas, and there are no restrictions on exports in general"*. But 
imports are subject to licence system, it is obligatory to procure a 
licence to import different types of goods. Import of all goods are 
permitted, except refined oil products in case that Oman Oil Refinery 
Corporation produces the same, provided it suffices domestic demand. 
Imports of seasonal fruits and vegetables are also banned in case 
there is domestic production of the same, in addition to that, import 
of few other goods is banned for security, health, or special reasons 
in connect ion with the general policy of the government, it is 
noteworthy that there is no forex budget, the importers can acquire 
foreign exchange to finance their imports from the domestic market 
without any restriction. 
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The system of customs consists of five categories, ranging 
between 50% (imposed on most of imported goods), and 100% 
(imposed on liquor, ham, and lemon). Some imports are subject to 
more than 50% duties in order to protect infant domestic industries. 
Most of the imports from GCC are exempted from duties, the same 
is applicable to some imports from all countries for social reasons. It 
is important to mention that government imports are exempted too. 
As far as exports are concerned, permission is a law and ban is 
an exception, exports are not subject to licence, quota system or tax. 
Export and re-export of all goods from Omani and non-Omani origin 
is allowed to all countries of the world. But exporting or re-exporting 
live animals and food stuff which are in short supply is prohibited. It 
is worth mentioning that there is no restriction on exports earnings in 
foreign currency^. 
If we look at Table 4.2, we see that over the period 1983-98 
import duties ranged between RO 21.7 Mn and RO 61.7 Mn. A 
substantial increase in import duties took place in 1998, when it 
jumped to RO 61.7 Mn from RO 43.8 Mn. Relatively speaking, import 
duties as per cent of recorded imports (customs), reached a maximum 
of 4% in 1986 and minimum of 2.3% in 1997. The table also shows 
that the ratio of recorded imports to total imports increased from 
47.4% in 1973 to reach 97.5% in 1998. Unrecorded imports 
(exempted from duties) represent imports of foreign oil companies, 
contractors doing projects for government, some defence items, and 
imports of some government bodies^. 
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Table 4.2 
Import Duties 
(1973-98) 
MnRO 
Year 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
recorded 
Imports 
40.7 
135.6 
231.0 
250.5 
302.1 
327.2 
430.5 
615.0 
790.0 
927.0 
861.0 
949.0 
1089.0 
917.0 
701.0 
846.0 
869.0 
1031.0 
1228.0 
1449.0 
1582.0 
1505.0 
1634.0 
1768.0 
1933.0 
2185.0 
Total 
Imports 
85.8 
211.7 
348.0 
383.8 
392.9 
438.3 
493.2 
678.0 
833.0 
991.0 
906.0 
1013.0 
1162.0 
980.0 
756.0 
900.0 
910.0 
1076.0 
1279.0 
1500.0 
1652.0 
1543.0 
1684.0 
1818.0 
1996.0 
2240.0 
recorded 
n-otal(%) 
47.4 
64.1 
66.4 
65.3 
76.9 
74.7 
87.3 
90.7 
94.8 
93.5 
95.0 
93.7 
93.7 
93.6 
92.7 
94.0 
95.5 
95.8 
96.0 
96.6 
95.8 
97.5 
97.0 
97.2 
96.8 
97.5 
Import 
Duties 
-
-
-
-
-
-
-
-
-
-
21.7 
31.6 
41.1 
36.9 
26.9 
29.6 
29.4 
32.6 
38.9 
47.8 
43.6 
41.5 
45.3 
47.6 
43.8 
61.7 
Duties/Rec 
orded(%) 
-
-
-
-
-
-
-
-
-
-
2.5 
3.3 
3.8 
4.0 
3.8 
3.5 
3.4 
3.2 
3.2 
3.3 
2.8 
2.8 
2.8 
2.7 
2.3 
2.8 
Growth 
Rate of 
Duties 
-
-
-
-
-
-
-
-
-
-
-
45.6 
30.1 
-10.2 
-27.1 
10.0 
-0.7 
10.9 
19.3 
22.9 
-8.8 
-4.8 
9.2 
5.1 
-8.0 
40.9 
Sources:Recorded and total imports data are taken from:Table 4.1. 
Import duties are taken from: \MF,Govemment Finance Statistics 
Year Book, NewYork(1993&1999). 
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4.4 OMAN AND WTO^ 
Oman was granted observer status in WTO in April 1995, and 
subsequently applied for its menribership in Apri l 1996. Oman's 
economy is an 'open' market-economy based on flexible laws and 
procedures. The Omani government sees that if it abstains from 
joining WTO, the result will be closing the Omani borders in the face 
of exports of other countries, which does not conform with Oman's 
liberal trade policy. WTO contracting partners and non- member trade 
.partners are obliged to reshape their trade laws and policies in 
compliance with WTO requirements, which include reduction of tariffs 
on imports, introduction of laws to protect intellectual property rights, 
copyright, patents and trade marks. Among other WTO requirements, 
non -discriminatory trade policy with all WTO members, opening the 
local market for companies from member countries and treating them 
in the same manner as national companies, and lifting of subsidies 
and protect ive pol ic ies. However, Oman, like other developing 
countries, is exempted from the last obligation concerning exports of 
agricultural products. 
Lifting subsidies for domestic agriculture, will raise the prices of 
food products like meat, milk, and cereals imported by Arab countries. 
Main food producers like EU will have less to export, this will result 
in increasing prices of food stuff in importing Arab countries. UN 
estimated that liberalisation of trade in agricultural products will cost 
the Arab importers $900 Mn yearly. 
As far as oil is concerned, it does't come under any of WTO 
arrangements and agreements. But oil exporters will face specific 
problems in EU due to heavy taxes. Oil exporters have to face 
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customs tariff, consumption tax, added value tax, carbon tax, and 
energy tax. Oil exports hope that trade fiberafisation wiff increase 
economic growth, which in turn will lead to greater demand for oil. 
The Omani government sees that it is not easy to reap the 
benefits of WTO without reshaping the economy, through developing 
the structure of production, division of labour, and efficient allocation 
of resources. Oman hopes that the extended most favoured nation 
(MFN) status, wi l l enable it to avail reduced tar i f fs and to 
established export- oriented industries, especially in petrochemicals, as 
well as to improve its trade balance. Oman further hopes that 
signif icant transfer of technology will take place because WTO 
regalatlons regarding right of intellectual property, provides guarantees 
for producers, and that amendment of commercial laws will break the 
monopolies of trade agencies, as well as getting rid of goods which 
are not upto price and quality standards. The bill of manufactured 
goods is expected to be reduced, and the private sector which cannot 
survive without government help, will not have place in the market 
economy. However, the role of WTO in developing countries is highly 
controversial. Mr. Maqbool Ali Sultan, Minister of Commerce and 
Industry, is reported to have said: 'Joining WTO is a problem and 
refraining from it is a bigger problem'. It is, therefore, in this 
perspective that the role of WTO for a country such as Oman has to 
be assessed. 
4.5 COMPARATIVE ADVANTAGE^ 
Comparative advantage entails that countries should export the 
commodity in which they have comparative cost advantage over their 
trade partners. Because the comparative advantage is a relative 
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concept; the claim that developing countries do not have comparative 
advantage in any commodity is highly misleading. 
The comparative advantage can be calculated through revealed 
comparative advantage (RCA), which is given by the formula: 
Country's share of world exports in a given good 
RCA = 
Country's share of world exports in all goods 
It means that RCA reflects the importance of country's exports of 
particular good, relative to the others in the international market. If 
RCA is greater than one and large, it means that the country has a 
strong comparative advantage in that good and it is competent in the 
international market. It has been found that Arab countries are 
competent to export fuel, minerals, chemicals, textile and clothes. In 
Gulf countries, the share of oil exports in total exports decreased 
from more than 95% to less than 85% between 1980 and 1993. 
Libya and Algeria are exceptions where oil exports constituted more 
than 90% of total exports for the same period. From Table 4.3, we 
can see that Oman does not have comparative advantage in any 
good except fuel, where RCA equals 9.54, while it is less than one 
in food, agricultural raw material, ores and metals, chemicals, other 
manufactures, and machinery; a si tuat ion found in other GCC 
countries. Table 4.4 is a breakdown of manufactured exports i.e., 
metals, chemicals, and textile and clothing. It shows that chemicals 
are important for Gulf countries and Jordan (greater than 60%), and 
that metals are important for Algeria and some Gulf Countries 
(greater than 25%). 
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4.6 OPENNESS 
The Arab economy in general is said to be dependent or too 
global. Trade-GDP ratio, which is used as a measure for globalisation 
, amounted to 70% in 1970 for Arab economy, one of the highest in 
developing world. The Japanese economy which is known for its 
outward-looking character, has less than 20% trade-GDP ratio. Another 
measure of globalisation is, trade to tradable output ratio, which 
reflects the extent to which domestic production is exposed to 
international market. It measures the impact of flow of trade on the 
domestic production of exportable and importable. The above 
mentioned ratio for the Arab economy was 80% in 1994, while 
service-GDP ratio exceeded 50% in the same year. A reason for 
large service sector is overvalued exchange rate, which has been 
adopted to encourage industrial import substitution policy, by making 
capital and intermediate imports cheaper. This led to reduction in 
goods (tradeable) prices relative to services (non-tradeable) prices in 
terms of local currency, the thing which encouraged shifting factors of 
production to the later^ Oman as a single resource economy is no 
exception, the Oman! economy is very exposed to and dependent on 
the international market. From 1973 to 1979, Trade-GDP ratio was 
more than 100% (Table 4.5(a)). In 1998, the ratio was 80%. As far 
as the service sector in Oman is concerned, it contributed 53.7% to 
the GDP in 1994^°. 
4.7 TERMS OF TRADE 
Terms of trade (ToT) is an index which shows exports prices of 
a country re\ative to its imports prices. The study of ToT (net barter 
or commodity ToT) is important because it reveals the gains from 
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Table 4.5 (b) 
Growth Rates of Major Trade Indicators 
(1974-99) 
Growth Rate Growth Rate of Growth Rate Gtx)wthRate Growth Rate of 
Year of Exports Re-Exports of Oil Exports of Imports Foreign Trade 
Growth Rate of Trade 
Surplus\Deficit 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
264.8 
16.7 
12.7 
1.5 
-1.3 
42.6 
64.3 
25.3 
-5.8 
-3.8 
3.9 
12.4 
-36.3 
33.9 
-12.2 
21.7 
35.4 
-11.6 
14.0 
-3.4 
3.3 
9.4 
21.0 
4.0 
-27.8 
31.3 
-
-
-
82.4 
123.7 
38.1 
7.9 
97.8 
23.6 
1.8 
-2.7 
-11.0 
-12.4 
0.0 
8.2 
9.8 
5.9 
54.2 
53.3 
26.5 
12.2 
-10.3 
20.2 
31.0 
-2.6 
-7.8 
266.6 
16.6 
11,4 
0.4 
-4.4 
42.9 
66.8 
22.7 
-7.6 
-4.5 
4.0 
14.0 
-38.6 
36.5 
-15.6 
23.5 
39.1 
-16.1 
9.6 
-9.2 
0.4 
12.4 
23.7' 
-1.7 
-35.9 
49.0 
146.7 
64.4 
10.3 
2.4 
11.6 
12.5 
37.5 
22.9 
19.0 
-8.6 
11.8 
14.7 
-15.7 
-22.9 
19.0 
1.1 
18.2 
18.9 
17.3 
10.1 
-6.6 
9.1 
8.0 
9.8 
12.2 
-19.8 
214.3 
32.7 
11.7 
1.9 
4.0 
29.3 
54.0 
24.5 
2.6 
-5.7 
6.9 
13.3 
-28.0 
7.0 
-1.5 
13.2 
29.1 
-1.3 
15.4 
2.2 
-1.1 
9.3 
15.5 
6.3 
-11.6 
5.0 
612.7 
-32.0 
18.7 
-0.5 
-31.7 
158.8 
109.4 
28.1 
-31.9 
5.0 
-8.9 
8.0 
-79.6 
525.7 
-45.5 
69.9 
59.3 
-43.0 
7.1 
-35.4 
43.1 
10.2 
54.9 
-6.6 
-113.0 
-905.9 
Source :Caiculated from Ta&/e 4.5(b). 
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trade, and shows whether a country is facing favourable or 
unfavourable ToT. However, an improvement in ToT means that 
exports prices exceeds imports prices; deterioration takes place when 
the opposite is true. 
If we look at Table 4.6, which shows the percentage change in 
ToT in industrial and developing countries, we can see that ToT of 
developing countries deteriorated by 3.6% in the period 1985-89, and 
by 2.36% in 1985-98, while ToT of advanced countries enhanced by 
2.3% and 1.08% for the same periods. The Table also shows that 
among developing countries, oil exporting ones were the most affected 
by worsening ToT. If we consider two overlapping periods of 1975-89 
and 1985-89, we can see that there was a general worsening of 
developing countries' ToT which registered 0.75% in the first period. 
Oil exporting countries' ToT average growth rate was -2% compared 
with -0.29% for non-oil exporting countries. In the second period, oil 
exporting countries witnessed sever deterioration in their ToT which 
amounted to 8.8%, while non-oil exporting countries experienced a 
marginal improvement of 0.32%. Considering the period 1990-98, 
industrial countries' ToT either grew or deteriorated at a very slow 
pace, while ToT of developing countries either grew at a very slow 
pace or deteriorated sharply. This implies that developing countries in 
general, and oil exporting countries in particular, are getting less 
imports for their exports. 
Table 4.7(a) shows ToT, exports and imports price indices and 
their percentage changes. The figures show that Oman experienced 
favourable ToT in the years of high oil prices, and unfavourable ToT 
in the years of low oil prices. The movements in export prices are 
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Table 4.6 
Growth Rates of ToT in Industrial and Developing Countries 
(1985-98) 
Industrial Countries Developing Countries 
Oil-
Year Exporting Others Total 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1975-84 
1985-98 
1975-98 
1985-89 
1975-89 
1.2 
8.5 
1.4 
1 
-0.6 
-0.4 
0.5 
0.6 
1.1 
0.1 
-
-0.1 
-0.6 
1.2 
-0.1 
1.08 
0.49 
2.3 
1.1 
-4.8 
-46.6 
11.5 
-16.3 
12.2 
-
-
-
-
-
-
-
-
-
4.8 
-
-
-8.8 
-2 
-0.4 
3 
-1.9 
-0.6 
1.5 
-
-
-
-
-
-
-
-
-
-0.9 
-
-
0.32 
-0.29 
-2.1 
-16.8 
1.8 
-5 
4.1 
1.8 
-5.2 
-2.3 
-1.7 
0.4 
2 
0.4 
-1.3 
-3.8 
2.1 
-2.36 
-0.13 
-3.6 
-0.75 
Source: Secretariat General of Arab League, Joint Arab Economic 
Report (Various lssues),Op. cit. 
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consistent with that of oil prices, while innport prices kept rising 
steadily with less year to year variation in comparison with oil prices. 
In order to have an in-depth insight into ToT movements, trend 
analysis is carried out for the period 1974-93, using simple linear 
regression model of the type Y = a + bT, where T stands for time, 
whose coefficient shows the average rate of change per year in the 
variable under study, while the sign of coefficient shows the general 
direction of the variable movements overtime, for instance, negative 
sign shows deterioration, while positive sign shows improvement. The 
trend analysis suggests that Oman experienced deterioration in the 
growth rate of export prices (Table 4.7(b)), while growth rates of 
import prices decreased marginally in the same period. On the 
contrary to exports, import prices witnessed significant enhancement. 
Consequently, Oman's ToT deteriorated during the period under 
investigation. In order to ascertain these trends, and since oil is the 
bulk of Oman's exports, and manufactured goods are the vast 
majority of its imports, we will limit the aforementioned trend analysis 
to nominal price of oil and industrial index number (represents unit 
value of exports of industrial countries in terms of Dollar). This 
specification derives its significance from the fact that, oil is a very 
essential commodity for the survival of the advanced countries' industries, 
at the same time it is very important for many countries who rely 
exclusively on exporting one or two primary goods such as Oman. 
The analysis shows that growth rates of nominal price of oil are 
deteriorating, while industrial index number shows very significant 
increase overtime. These estimates are similar to that of percentage 
change of export prices and import price index. A glance at Table 
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Table 4.7 
( b ) 
Trend Analysis of Oman's ToT and Related Variables' 
Reare»)on Equaaon R' 
0.26 
0.20 
0.31 
0.87 
0.19 
0.90 
0.87 
0.43 
Slgntfteance LcMl 
2% 
5% 
2% 
1% 
5% 
1% 
1% 
1% 
ToT = 8411.02-4.17 Time 
% Change in Es^ xxt Prices Inctex • 10953.4 - 5.5 Time 
% Chnge In Import Prices Index = 1655.6 - 0.83 Time 
Import Prices lndex= -7744.64 + 3.95 Time 
% Change In Nominal Prices of Oil = 8475.23 - 4.27 Time 
Industrial Index No. = -5444.08 + 2.78 Time 
Real Eiqxxts = -3441.62 + 1.75 Time 
Real imports = -1570.9 -t-O.S Time 
( C ) 
Avearge Growth Rates of ToT and Related Variables' 
Time Span ToT 
import 
Nominal Price industrial Price 
of Oil Index No. Export Price Index Index 
1974-93 
1974-81 { i ) 
1982-86 (11) 
1987-93 ( I I I ) 
10.95 
35.97 
-13.64 
-5.72 
6.33 
19.99 
-6.04 
-0.44 
4.53 
6.74 
4.2 
2.26 
20.18 
57.4 
-15.56 
8.13 
5.98 
13.16 
-1.4 
3.04 
'Author's calculations 
** Calculated from Table 4.7(a). 
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4.7(c) shows that in the period 1982-86, the average growth rate of 
nominal price of oil was -6.04%, while it was as high as 4.2% for 
the industrial index number. Again in the period 1987-93, nominal 
price of oil deteriorated by 0.44% in average, while the price of 
industrial imports enhanced by 2.26%. These results support 
Prebisch's argument that the value of primary exports of developing 
countries is deteriorating in terms of industrial goods exported by 
advanced countries. 
As far as real exports and imports are concerned, the trend 
analysis shows that both exports and imports have increased in the 
real sense, and that the magnitude of increment is larger and clearer 
in the case of exports. However, this is consistent with the fact that 
Oman enjoys persistent surplus in its trade balance. 
Generally speaking, ToT of the Arab world deteriorated by 30% 
over the period 1980-94. It means that imports became dearer at an 
average annual rate of 2%, given Arab imports-GDP ratio equal to 
35%, ToT deterioration led to 0.7% annual rise in Arab price level (as 
a result for more expensive imports). Arab real income per capita 
declined by 2% a year, the worst in the world. It was found that 
decreasing ToT were responsible for more than one-third of the 
decline. The Arab oil-exporting countries are the most affected, since 
prices of oil are major reason for ToT deterioration^\ 
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4.8 STRUCTURE OF FOREIGN TRADE 
4.8.1 EXPORTS 
In addition to oil which formed 90% of exports on average during 
the period 1973-96, there are re-exports which contributed as little as 
1.3% to total exports in 1976, and kept growing to reach 16.4% in 
1999. Around 80% of re-exports are manufactured goods, and they 
are d i rected to neighbour ing GCC countr ies^^ As far as the 
contribution of exports to GDP is concerned, it averaged 65% for the 
period of rising oil revenues (1974-81), while it averaged 47% in the 
period 1982-1986, the phase of rapidly declining revenues. For the 
period 1987-1997, the average was 44.3%, (Table 4.5(a)). In general, 
primary exports ranged between a minimum of 82.3% of total exports 
and a maximum of 100% in 1973 through 1997, while manufactured 
exports accounted for the rest (Table 4.8). 
4.8.2 IMPORTS 
Oman imports most of its needs for manufactured products. The 
manufactured content of Omani imports showed stable trend during 
the pQj:iod 1974-96, over which the share of manufactured imports in 
total was 70%, whi le pr imary imports accounted for the rest 
(Table 4.9), Around half of imports are consumer goods, while the 
other half is distributed between intermediate and capital goods. 
Statistics show steady trend throughout the period 1975-85. Consumer 
goods accounted for 47 .3% of total imports in 1985, while 
intermediate and capital goods accounted for 28.9% and 23.8%, 
respectively (Table 4.10). 
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The imports-GDP ratio was 41.3% for the period of increasing oil 
revenues i.e., 1974-81, while it was 32.2% for the decreasing oil 
revenues phase of 1982-86. For the period 1987-97 the ratio was 29.2% 
(Table 4.5). These ratios show the vulnerability of imports to oil revenues 
which are affected by the fluctuations in international oil market. 
4.9 COMPOSITION OF TRADE 
4.9.1 Exports 
Exports of Oman can be summarised in one word, that is 'oil', if 
we take a time series data from 1973 to 1996, we see that the 
dependence on oil exports is the dominant character of exports. In 
1973, the year in which the so-called oil shock took place, the 
contribution of oil exports to total exports was almost 100% (Table 
4.8). It continued to be so till 1978, when the contribution of oil 
exports to the total decreased slightly to 94.5%. However, the trend is 
the same throughout the years with no exception, the minimum 
contribution was registered in 1994, as it was 76.5%, then it rose 
again to reach 80.4% in 1996. If the much propagated diversification 
is to be quantified, it should be around 20%, which is the magnitude 
of reduction of dependency on oil exports over the period of 24 
years, the thing which makes the 10% oil export-GDP ratio which is 
projected by the government for the year 2020, a far fetched dream. 
The average share of oil in exports for the period under study is 91%. 
The exports of food and live animals form a marginal share in 
total exports, ranging from 0.5% to 2.5%. However, this reflects 
Oman's self sufficiency in this category, as well as the improvement 
of quality of life. The exports of beverage and tobacco accounted for 
2.4% and 1.5% of total in 1993 and 1996, respectively. Machines and 
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transport equipment which accounted for 2.3% of total export in 1996, 
is another relatively important item in Oman's exports. Oman does not 
manufacture these items of course, it just re-exports these 
commodities to neighbouring Gulf countries. 
4.9.2 RE-EXPORTS 
Re-exports started gaining momentum in the last few years. In 
1999, re-exports constituted 16.4% of total exports (Table 4.5(a)), and 
its showing increasing trend over the last decade. Most of re-exports 
are manufactured goods (Table 4.11) of which a large proportion is 
machines and transport equipment, which accounted for 84.4% of total 
re-exports in 1982 and 67.6% in 1998. Another major item of re-
exports is basic manufactures which constitute the 7.5% of the total 
in 1998. In primary goods category, beverages and tobacco accounted 
for 8.9% of re-exports in the same year. 
4.9.3 IMPORTS 
The Omani economy is known to be of a narrow productive 
base, the thing which necessiates dependency on imports, for 
consumer, intermediate, and capital goods. The last two are of a 
great importance for the development process. Generally speaking, the 
manufactured component of the imports is oscillating around 70% of 
total imports, while the rest is primary goods (Table 4.9). 
A major item in Oman's imports is the machines and transport 
equipment which ranged between 3 1 % in 1973 and 46% in 1983. Its 
share was 41.5% in 1996. Two major items under this classification 
are machinery specialised for particular industries and road vehicles^^ 
(for more detai led c lass i f ica t ion, see Appendix 4.13). Basic 
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manufactures come in the second place; it accounted for 19.6% of 
total imports in 1973, 22% in 1985 and 16.3% in 1996. The major 
items under this classification are rubber and textile products, in 
addition to steel and iron^*. Another important component of Oman's 
imports, is food and live animals, which formed 24% of total imports 
in 1973, and averaged 11% (approx.) in the period 1974-85. It 
reached a maximum of 18.6% in 1987, a trend which reflects the 
improvement in the quality of life. Beverages and tobacco constituted 
4.2% of total imports in 1996, it reached a maximum of 6.4% in 
1994. Miscellaneous manufactured goods ranged between 6.3% and 
15.2% in the period from 1973 to 1996. 
The above statistical review shows that trend is clear overtime. 
The Omani economy is still heavily dependent on imports for its 
needs for manufactures and some primary items as well. The huge 
oil revenues could not diversify the economy by widening its 
productive base to make it more self reliant. 
4.10 DIRECTION OF TRADE 
4.10.1 EXPORTS 
4.10.1.1 BY REGION 
Oil is considered to be the most important commodity for 
industrial world. Since Oman depends on oil exports, it is not 
strange to see that just two years after the first commercial shipment 
of oil took place, the share of industrial countries was almost 100% 
(Table 4.12). It remained high upto 1981 when it registered 84.9%, 
subsequently it fell sharply to 65.6% in 1982 when the phase of low 
oil prices started. The above mentioned share averaged 61.5% in the 
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period 1982-89, when the Gulf War II took place in 1990, Oman's 
exports to industrial countries fell dramatically to 18.8%. If we 
consider the period 1979 through 1996, we can see the increasing 
trend of export to developing countries, whose share in Oman's 
exports registered 62.5% in 1996. Table 4.12 shows that Oman has 
very weak export relations with Africa, Europe (other than industrial 
countries), and western Hemisphere. On the other hand, it shows 
strong connection with Asia, probably for geographical reasons. 
4.10.1.2 BY MAJOR PARTNER 
Japan is a major importer of oil from Oman, it maintained very 
good trade connection with Oman over the years. Its relation with 
Oman can be traced back to 1969, the year in which 15.4% of 
Oman's exports went to Japan (Table 4.13). The trade connection 
between the two countries is strong and stable, if we consider the 
period 1974 through 1998, we can see that Japan's share in Omani 
exports was larger than 30% in general, with few exceptions i.e., the 
phase of fluctuating oil prices from 1986 to 1990, where the said 
share averaged just 2.5%. The maximum share was recorded in 1979 
as it was 63.2%, while the average share was 30.8% for the period 
1991-98. Oman's exports to US ranged between 2.3% and 16% of 
the total during the period 1975-98, while in 1990-98, US' share in 
Oman's exports averaged 5%, whereas, the Omani exports to France 
were significant over the period 1969-76, and remained relatively 
significant from 1981 to 1986, then became marginal thereafter. 
Netherlands imports from Oman were exceptionally high in 1975, 
when 25% of Omani exports went to it. The trade connection between 
the two continued to be significant upto 1985, when its share of 
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Omani exports was 8.3%, then sharply declined to 2% in subsequent 
years, and became negligible thereafter. It may be noted that a 
significant segment of exports found its way to Singapore during the 
period 1982-85, where its share in Oman's exports averaged 21.7%. 
From 1986 to 1998, its share ranged between 1.8% and 7.5%. 
Regular exports to UK took place from 1986, its share in Omani 
exports touched a minimum of 1.9% and a maximum of 9.3% in 
1986-98. Further, Oman started its exports to Iran in 1990 with 3.8% 
share in the total and to Taiwan in 1983 with 4.6% average share in 
total exports over the period 1983-96. 
In the years of fluctuating oil prices, i.e., 1986-91 Korea's share 
in Omani exports started as low as 4.1% in 1986, and started gaining 
momentum in 1991, where the share reached 21.2%, and further to 
23.9% in the subsequent year. For the years 1994 through 1998, the 
average share was 15.5%. Whereas, exports to Saudi Arabia and 
UAE averaged 6.4% and 45.3% of total (1986-90), respectively. It may 
be noted that UAE's average share in exports was exceptionally high 
as compared to Saudi Arabia. 
New trends started from 1991 show that significant segment of 
Oman's exports finds its way towards China and Thailand. China's 
share in Oman's exports reached a maximum of 18.8% in 1997, while 
Thailand's share kept growing at a very fast pace, it started with 2.9% 
share in 1991 to reach a very significant share of 22.8% in 1998. 
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4.10.2 IMPORTS 
4.10.2.1 BY REGION 
Industrial countries have the largest share in Omani imports, it 
was above 80% during the period 1969-72 (Table 4.14), but their 
share declined in subsequent years, especially in 1974, the year of 
very high oil prices, when their share registered 6 1 % only. From 1974 
to 1982, the share of industrial countries in Omani imports averaged 
64.3% and recorded a minimum of 54.3% in 1994. 
Oman has good import relations with GOG oil exporting countries, 
and Middle East. The later's share in Omani imports ranged between 
16.9% and 32.7% over the period 1979-95. Unlike the above 
mentioned countries, Africa, Europe (other than industrial countries). 
Western Hemisphere, former USSR, and Eastern Europe have marginal 
share in Oman's imports due to geographies I and political reasons. 
4.10.2.2 BY MAJOR PARTNER 
Most of Oman's import partners are industrial countries, from 
which, Oman imports its needs for manufactured products. Among 
GOG countries, UAE is the largest import partner, its share of Omani 
imports ranged between 14% and 29 .1% over the period 1974-98 
(Table 4.15). Furthermore, US' share in Oman's imports shows steady 
trend over the period under study, it ranged form 5% to 9.6%. Its 
average share was 7.1% for the period 1990-98. Imports from Japan 
constitute significant proportion of the total, its share in total imports 
kept rising from 8.4% in 1974, to reach 22.6% in 1981. Over the 
period 1981-85, Oman imported more than one-fifth of its goods from 
Japan. However, Japan's share of imports declined over the last four 
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years, it averaged around 16% in 1995-98. Anotiner important partner 
is Germany whose share in Omani imports amounted to 5.7% in 1997. 
Finally, it may be noted that Oman maintained good trade 
relations with UK over the years, UK's share in Omani exports 
reached a maximum of 23 .1% in 1977 and averaged 9.6% in the 
period 1990-98. And imports from Saudi Arabia started gaining 
significance since 1990, its share in Oman's imports was 3.4% in 1998. 
4.11 TRADE BALANCE WITH MAJOR PARTNERS 
Oman's largest export partner is Japan, its share of Omani 
exports amounted to 63.2% of total in 1979 (Table 4.16). The 
average share was 48.7% for the period 1974-81, it declined to 
around 40% in the period 1982-85, and declined further in 1986-90 to 
reach 2.5% of total exports. In 1998, exports to Japan formed 22.8% 
of total. While imports from the same ranged between 7.9% and 
23.3% of total during the period 1974-98. Oman's trade balance (TB) 
with Japan shows continuous surplus except for the period 1986-90. 
Many a times the surplus crossed the one billion Dollar mark, it 
reached its peak in 1981 when it registered $1795.4 Mn or 78.6% of 
total TB. 
On the contrary to Japan, Oman's TB shows chronic deficit with 
UK. UK's share in Omani exports averaged 2.4% during the period 
1991-98, while it was 6% in 1990, the year of Gulf War II. The 
Omani imports from UK ranged between 23.1% and 7.9% in 1974-98. 
TB with UK shows cont inuous de'ficit without exception for the 
concerned period. The deficit reached a maximum of $516.7 Mn or 
32% of total trade balance in 1985. 
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UAE is a neighbouring country and GCC mennber. Oman's TB 
with it suffers from chronic deficit except for the period 1986-90, 
where TB experienced surplus more than one billion Dollar. Since 
1988 Oman imports more than one -fifth of its needs from UAE. In 
1998, trade defici t with UAE amounted to 290% of total trade 
balance, the year in which Oman experienced its first ever trade 
deficit which recorded $317.2 Mn. 
Relatively speaking, US' share in Oman's trade is not large, its 
average share in exports was 5%, while it was 7 .1% of imports, for 
1990-98. For the period 1974-98, TB experienced surplus in 14 years 
and deficit in the rest. Maximum surplus was registered in 1979, 
when it amounted to $183.1 Mn (2.4% of total TB), and maximum 
deficit of $139.1 Mn (5.7% of total TB) in 1997. 
4.12 OMAN AND WORLD TRADE 
The Omani economy is a very small one, its exports' share in 
world exports averaged 0.14% in 1973-79 (Table 4.17(a)), 0.25% in 
1980-85, and 0.14% in 1986-93. The growth of Omani exports seems 
to be associated with fluctuations in production and prices of oil, 
rather than with growth in world exports. 
Time series analysis did not ascertain any trend in exports and 
imports of developed and developing countries (all the estimates of 
time coefficients are statistically insignificant). This implies that the 
growth rates of world trade are highly instable. Looking at Table 
4.17(b), we can see that world trade kept f luctuating since the 
beginning of the period under study, it grew minimum at 3% in 1985, 
and maximum at 9.9% in 1997. Considering the period 1975-98, 
imports of developing countries grew at a rate of 5.79% as compared 
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Table 4.17 (a) 
Oman's Trade & World Trade 
BnUS$ (1973-93) 
Year 
Worid 
Exports 
Oman's 
Exports 
Growth 
Rate of Growth Rate 
World of Oman's 
Exports Exports 
Share of 
Oman's 
Exports in 
World Exports 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
538.8 
804.8 
829.1 
942.3 
1066.3 
1233.6 
1574.5 
1901.2 
1869.5 
1719.2 
1685.7 
1784.5 
1807.5 
1990.4 
2347.9 
2686.28 
2990.3 
3424.5 
3533.1 
3759.7 
3751.9 
0.3324 
1.2123 
1.4145 
1.5945 
1.6182 
1.5968 
2.2777 
3.7432 
4.6920 
4.4200 
4.2523 
4.4172 
4.9668 
2.8427 
3.8050 
3.3420 
4.0677 
5.5085 
4.8713 
5.5553 
5.3655 
38.6 
49.4 
3.0 
13.7 
13.2 
15.7 
27.6 
20.7 
-1.7 
-8.0 
-1.9 
5.S 
1.3 
10.1 
18.0 
14.4 
11.3 
14.5 
3.2 
6.4 
-0.2 
-
264.8 
16.7 
12.7 
1.5 
-1.3 
42.6 
64.3 
25.3 
-5.8 
-3.8 
3.9 
12.4 
-36.3 
33.9 
-12.2 
21.7 
35.4 
-11.6 
14.0 
-3.4 
0.06 
0.15 
0.17 
0.17 
0.15 
0.13 
0.14 
0.20 
0.25 
0.26 
0.25 
0.25 
0.27 
0.14 
0.16 
0.12 
0.14 
0.16 
0.14 
0.15 
-
Source: Table 4.1, and from: IMF, International Finance Statistics Year Book, 
New York (Various Issues). 
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Year 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1975-84 
1985-98 
1975-98 
Table 4.17(b) 
Growth Rates of Worid Trade 
Worid 
Trade 
3.0 
4.2 
6.1 
9.0 
6.7 
5.5 
3.9 
5.0 
4.1 
9.2 
9.2 
5.6 
9.9 
3.3 
3.4 
6.05 
4.72 
Developed Countries 
Exports Imports 
4.1 
2.6 
4.2 
8.2 
6.5 
6.7 
5.7 
5.2 
3.4 
8.9 
8.4 
5.0 
10.3 
3.2 
4.1 
5.88 
4.99 
4.9 
7.9 
6.8 
8.0 
7.4 
5.7 
3.1 
4.7 
1.8 
9.7 
8.7 
8.7 
9.1 
4.7 
3.9 
6.51 
5.02 
Developing Countries 
Exports Imports 
0.5 
7.8 
12.1 
13.8 
5.8 
6.7 
4.0 
10.2 
7.1 
12.4 
11.2 
7.0 
11.4 
2.2 
0.7 
8.01 
4.35 
-0.7 
-2.9 
6.9 
12.5 
8.5 
5.9 
7.9 
9.2 
8.8 
7.2 
11.6 
8.3 
11.2 
-0.7 
4.9 
6.69 
5.79 
Source: Secretariat General of Arab League, Joint Arab Economic 
Report (Various Issues), Op. cit. 
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to 5.02% for industrial countries, while exports of the later grew at an 
average of 4.99% exceeding that of the former by 0.64%. 
4.13 OMAN AND INTRA-ARAB TRADE 
Oman has joined most economic organisations affiliated to Arab 
League, it joined Arab organisation for Agricultural development, Arab 
Bank for Economic Development, and Arab Organisat ion for 
Strandarisation and Metrology in 1974. It also joined Arab Fund for 
Social and Economic Development in 1975, Arab Monetary Fund in 
1976, Arab Organisation for investment Guarantee in 1977, and the 
Arab Industrial Development Centre in 1979. 
At the Islamic level Oman joined the organisation of the Islamic 
Conference (OIC) in 1972. In 1980, Oman signed various agreements 
on trade and technical exchange among Islamic countries. At the 
international level, Oman joined UN in 1971, and it is a member of 
different UN organisation like IMF, WB, FAO, UNIDO. It participated in 
the meetings of UNCTAD and ECWA, as well as in the meetings of 
the Group of 77^^ 
Trade is believed to be beneficial for Arab Countries^®. If we 
imagine Arab Exports as a ladder where capital intensive goods 
(chemicals) is the upper rung of the ladder, the labour intensive 
goods (textiles and clothing) is the lower rung, and minerals is the 
middle rung, then intra-Arab trade can take place on the basis of 
relative factor endowments among countries on opposite ends of the 
ladder. Trade intensity index (Til) can be used to find out trade 
connections among Arab Countries. Til is given by the following 
formula: 
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Til = 
T / T 
I W 
Where, T^^ is trade of country i with country j , T is total trade of 
country i, T^  is total trade of country j , and T^ is total world trade. It 
means that this index gives the relative share of trade of country j in 
total trade of i, to the share of j in international trade. If Til equals 
one, then the degree of trade connection between i and j is the 
same as between j and the world. Til higher than one means higher 
trade connection between two or more countries. Table 4.18 shows 
that trade is intensive in GCC^^ and Arab Maghrib Union (AMU)^^ it 
also shows that trade is intensive between Jordan, Syria, and 
Lebanon on one hand, and the GCC on the other, and between them 
and Egypt which have intensive trade with AMU and GCC. 
Intra-Arab trade accounts for 10% of total t rade of Arab 
countries. If we look at Ti l 's concerning Oman, we can see that 
Oman does not have trade with AMU countries, and has weak trade 
connection with Egypt and Syria. IIT shows very intensive trade with UAE. 
4.14 CONCLUSION 
Understanding of structure, composition, and direction of foreign 
trade is a prerequisite to apprehend functioning, trends, patterns, 
weakness, and strength of trade. The previous discussion shows that 
the structure of Omani exports is fragile, due to dependency on crude 
oi l , and that exports earnings are vulnerable to f luctuat ions in 
International oil market. No significant diversification took place during 
the period under investigation, as the vast majority of imports is 
manufactured goods. As a result for such trade structure, ToT in 
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general, and oil prices in particular show serious deterioration against 
prices of industrial commodities imported from Advanced countries. 
As far as direction of trade is concerned, the figures show 
increasing tendency towards Intra-LDC trade, especially with GCC 
countries, a healthy phenomenon which is to be encouraged. Oman's 
major trade partners are Japan, UK, UAE and USA. In general, Oman 
enjoys TB surplus with Japan and USA, and suffers from TB deficit 
with UK and UAE. However, it is important to mention that Oman 
follows liberal trade policy, and the Omani economy seems to be 
suffering from ultra-outward orientation bias, a fact reflected by very 
high openness indicators. 
Although some improvement took place, over the period under 
study it is still insufficient to radically change the structure of the 
economy to face the challenges of post-resource crisis. 
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Appendix 4.13 
Classification of Oman's Export, Re-exports, Imports of 
Commodities According to SITC (Rev. 2) 
SITC NO. NAME OF THE COMMODITY 
o! Food and Live Animals 
00 Live animals 
01 Meat and meat preparations 
02 Dairy products and eggs 
03 Fish and fish preparation 
04 Cereals and cereals preparation 
05 Fruits and vegetables 
06 Sugar, sugar preparations and honey 
07 Coffee, tea, cocoa, spices and manufacturers thereof 
08 Feeding stuff for animals (not including unmilled cereals) 
09 Miscellaneous food preparations N.E.C. 
1. Beverages and Tobacco 
11 Beverages 
12 Tobacco and tobacco manufactures 
2. Crude Materials. Inedible except Fuels 
21 Hides, skins and Fursking 
22 Oil-seeds, oil nuts and oil kernels 
23 Crude Rubber (including Synthetic and reclaimed) 
24 Wood, lumber and cork 
25 Pulp and Waste Paper 
26 Textile fibres no manufactured into yarn, thread or fabrics) and 
their waste 
27 Crude fertilizer and crude materials (excluding coal, petroleum and 
precious stones) 
28 Metalliferous ores and metal scrap 
29 Crude animal and vebetable materials N.E.C. 
3. Mineral Fuels, Lubricants and Related Materials 
32 Coal, Coke and Briqueties 
33 Petroleum and petroleum products 
34 Gas, material and manufactured 
4. Animal and Vegetable Oils and Fats 
41 Animal Oil and Fats 
42 Mixed Vegetable oils and fats. 
43 Animal or Vegetable oils and fats, processed and waxes of 
animals or vegetable origin 
5. Chemicals 
51 Organic Chemicals 
52 Inorganic chemicals 
53 Dyeing taming and colouring materials 
54 Medical and pharmaceutical products 
55 Essential oils and perfume materials, toilet, polishing and cleaning 
preparations 
56 Fertilizers, manufactured 
177 
57 Explosives and pyrotechic Products 
58 Artificial resins and plastic materials and regenerated cellulose 
59 Chemicals materials and products n.e.c, oils and fats 
6. Manufactured Goods 
61 Leather, Leather Manufactures N.E.C. and Dressed Furskins 
62 Rubber manufactures, n.e.c. 
63 Wood and cork manufactures (Excluding Furniture) 
64 Paper, paperboard and manufactures thereof 
65 Textile yarn fabrics, made-up articles and related products 
66 Non-metallic mineral manufactures N.E.C. 
661.2 Cement 
67 Iron and steel 
68 Non-ferrous metals 
69 Manufactures of metal N.E.C. 
7. Machinery and Transport Equipment 
71 Power generating machinery and Equipment 
72 Machinery specialised for particular industries 
722 Tractors 
723.3 Road rollers mechanically propelled 
723.41 Bulldozers, angledozers and levellers 
723.44 Boric and Sinking machinery 
73 Metal working machinery 
74 General industries machinery and equipment and machine parts 
N.E.C. 
741.5 Air-conditioning machines, self-contained other than window types 
75 Office machines and automatic data processing equipment 
76 Telecommunicat ion and sound reproducing apparatus and 
equipment 
761 Television receivers, colour or monochrome 
77 Electrical machinery, apparatus and appliances N.E.C and parts 
thereof 
775,9 Air-conditioners, domestic window type 
78 Road Vehicles including 
781 Passenger motor cars 
782.1 Motor Vehicles for transport of goods or materials 
782.2 Special purpose motor lorries and vans 
783.1 Public service type passenger motor Vehicles 
783.2 Road tractors for Semitrailors motor Vehicles 
79 Other transport equipment 
8. Miscellaneous Manufactured Articles 
81 Sanitary, plumbing, heating and lighting fixtures and fittings 
82 Furniture 
83 Travel goods, handbags and similar articles 
84 Clothing 
85 Footwear 
87 Professional, scientific and controlling instruments and apparatus 
N.E.C. clocks 
88 Photographic apparatus, equipment supplies and optical goods 
N.E.C. clocks and watches 
89 Miscellaneous manufactured articles N.E.C 
9- Commodities and transactions not classified elsewtiere 
Source: Statistical Year Bool< (1997), Op.cit. 
CHAPTER FIVE 
FOREIGN TRADE AND ECONOMIC 
DEVELOPMENT IN OMAN 
5.1 INTRODUCTION 
Economic instability is a major hindrance to sound development 
planning and budgeting. In the case of Oman, uncertainty in the 
international oil market is a challenging task that economic planners 
and policy makers have to confront with. 
The major objective of this chapter is to examine the primary 
exports-grov\/th hypothesis by reviewing some empirical studies, and 
to assess how severe is the instability problem in the economy, 
with due emphasis on commodity and geographical concentration as 
the two principal factors believed to destabilise trade proceeds in 
particular, and economy in general. In addition to this, the present 
chapter attempts to investigate the impact of trade on development, 
by applying preliminary statistical analysis to a number of macro-
economic variables which will be employed as broad indicators of 
the level of economic and social development in Oman. 
5.2 OIL AND GCC ECONOMIES 
The economies of the GCC are esrentialiy 'oil based'; since oil 
is the largest contributor to GDP except in Bahrain. The first oil 
shock of 1973 led to large scale and steady increase in oil 
revenues in the GCC which peaked in early 1980's. Since the price 
elasticity of oil is considerably low, wide fluctuations in oil revenues, 
and consequent ly, in economic activi ty are witnessed in these 
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economies. In an empirical study based on data provided by Gulf 
Organisation for Industrial Consulting, Zind^ has attempted to assess 
the impact of oil revenues on GDP and sectoral output and to 
obtain quantitative estimates of this impact through the construction 
of impact mul t ip l iers . The economy has been div ided into six 
sec tors : oil (O); manufacturing (M); all other goods sectors (C); 
government (G); transportation (T); and all other services (S). A time 
period of 22 years (1974-95) has been covered. O and G have 
been treated as exogeneous variables and rest of the four sectors 
and GDP as endogenous var iab les; since oil and government 
spending affect all other sectors of the economy. Government 
spending plays a pivotal role and is the stimulator of economic 
activities because of its large size and because of government is the 
owner of all natural resources. The entire period was divided into 
three phases (i) 1974-81; (ii) 1982-86 and (ill) 1987-95, the phases 
of high low and fluctuating oil prices, respectively. This division was 
made to capture the ups and downs of international oil market, in order 
to provide comparative scenario between different intervals. With the 
help of ANOVA, test for significant differences between the mean 
values of variables in the 1974-81 and 1988-95 were carried out. 
The conclusion that emerges is that overall, the estimates indicate 
that the evolution of the economy was little affected by the decline 
in oil prices and revenues, and that budget deficits were financed 
largely by past surpluses and that affected economy marginally. It is 
noteworthy that the budget deficit appeared first in 1983. 
ANOVA for oil revenues with GDP, government spending and the 
remaining four sectors show a strong association of oil revenues, 
with goods sector (C) and GDP. The strength of association of 
180 
government spending (G) with the other endogenous variables is 
also tested and it is estimated that there is a significant association 
of G with rest of the variables except for oil revenues. 
The evolution overtime of the ratios (R) formed by the four (SJ 
sectors on oil, government spending, and GDP is also assessed by 
means of regression analysis. The analysis suggests that in the 
absence of major economic disruptions, the sectoral output will tend 
to grow at a higher rate than oil revenues and GDP, but at a 
lower rate than government spending. Further, the oil revenues tend 
to grow at a lower rate than GDP. Government expenditure, therefore, 
is supposed to sustain economic activity and is the prime mover of the 
economy, not only in aggregate but also sectoral-wise indirectly. 
The effectiveness of the government to control fluctuations in 
economic activity through government spending and oil revenues 
with the help of impact multipliers is also assessed. The impact 
mult ipl ier is intended to measure the percentage change in an 
endogeneous variable that is induced by 1 per cent change in 
exogeneous var iable namely, oi l revenues and/or government 
spending. The conclusion that emerges is that government spending 
shows smaller impact multiplier than for oil revenues. Thus the 
government spending must grow at a faster rate of 1.16% in order 
to effect the impact of change in GDP of 1% decline on changes 
in oil revenues. 
The study is important because the GCC governments have 
been attempting to reduce dependence on oil. Hence, industrial 
diversification strategy is to be pursued on a regular basis, since 
that Is the only hope, not only to counteract f luctuations in oil 
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revenues and overall econonnic activity but also to sustain economic 
growth in the long run and cont inue with the socio-economic 
development process on rational lines. 
5.3 PRIMARY CONTENT OF EXPORTS, ECONOMIC GROWTH AND 
INSTABILITY 
In the Second Chapter, we have '•eviewed some important 
theoretical as well as empirical studies pertaining to the relation 
between foreign trade and economic development. In this section, our 
endeavour is to highlight the primary exports-growth hypothesis, and its 
impact on instability in export earnings. A survey of the literature reveals 
that some of the aforementioned studies are of the opinion that 
developing countries are facing deteriorating terms of trade, and 
uncer ta in in te rna t iona l markets , because pr imary expor ts of 
developing countries face low elasticity of demand. Due to these 
fac tors , developing countr ies exper ience instabi l i ty in exports 
receipts, which ultimately affects growth and development planning as 
well as strategy. This instability can be traced back to supply side 
( f luctuat ions in product ion), or to demand side (f luctuat ions in 
demand and subsequently prices). 
Love^ studied the causal relation between exports' instability 
and growth variation in the short run in outward-oriented developing 
economies, which depend on non-oil primary exports. In the 20 
country sample used by him, Mexico and Niger ia have been 
excluded because commodity composit ion of exports has been 
replaced by growth in oil exports. Similarly, countries like Brazil and 
South East Asian NIC's were excluded due to rapid expansion in 
their manufactured exports. Love supported the traditional concept 
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that exports ' instabi l i ty provokes short-run var iat ions via major 
components of aggregate demand vis-a-vis government 's and 
p roducers ' income, espec ia l ly when the product ive sector is 
composed of small units, where producers' monetary income is 
governed by current receipts of production prepared for export, and 
where the producer has zero or low marginal propensity to save. 
The said instabil i ty in producers' income affects expenditure on 
consumption. It has been noticed that exports' instability causes 
instability in government revenues due to dependency on foreign 
trade taxes. Similar variat ions in revenues are associated with 
mult ip l ier effect resulted from instabi l i ty in producers ' income. 
Therefore, direct increase in producers ' income and multipl ier, 
increases domestic demand resulted from change in producer's 
income, and reinforced by variations in government expenditure. 
Another dimension of instability in government revenues is that, 
development planning becomes sophisticated under circumstances of 
uncertainly. Moreover, it affects investment of private sector. The 
results of the study show that causality flows form recent and past 
deviat ions in exports ' earnings to recent deviat ions in national 
income. These results support the pessimistic view regarding the 
impact of export instability on economies, which depend primarily on 
exports of primary goods, on short-run macro economic variation. 
Another study by Charette^ examined the determinants of export 
instability in the primary commodity trade of LDC's, using a sample 
of 61 markets of 22 primary goods traded by 15 LDC's, between 
1960 and mid 70 's . Keeping in mind that LDC's t rade is 
concentrated in primary goods, the study attempted to evaluate the 
endeavour of LDC's to stabilise export prices through international 
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agreements, and to explain inter-market variations in price, quantity, 
and exports ' earnings, considering that each country's trade in 
particular commodity forms a unique market. The model used in this 
study is based on the idea that market fluctuations result form shift 
in supply and demand curves, taking elast ic i t ies into account. 
Charette concluded that agreements have adverse effect on stability 
specially if instability is of domestic origin, and that geographical 
concentration tends to stabilise the impact on exports' earnings. He 
also found that revenue per unit tends to be more stable for small 
p roducers , v\/hile quant i ty tends to be more stable for large 
producers. The study suggests that compensatory financing facilities 
of IMF, is an effective mechanism to stablise exports' earnings in 
such a situation. 
Syron and Walsh attempted to verify Emery's claim that GNP 
increases by 0.4 % for each 1 % increase in exports. They examined 
the cases of 60 countries classified in advanced and less advanced 
groups, at a division of $900 per capita in 1964 for the period 1953-
63. They found that the correlation between exports and growth in 
advanced countries is stronger than in less advanced countries, and 
that a 1 % increase in exports may have impact on income in advanced 
countries, more than the same increase in exports in less advanced 
countries. The study showed that a positive growth in GNP takes place 
in less advanced countries even in the absence of export growth. 
The less advanced countries were further divided into three groups 
with respect to foodstuff share in exports at divisions of 33% and 66%. 
The analysis showed that there was no strong tendency to associate 
income growth with exports growth, in the countries that depend heavily 
on foodstuff exports, it was found that there will be 1.2%, 2 . 1 % income 
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growth even if there is no export growth in these countries. This supports 
Hirschman statement that 'agricultural food stuff is assigned by weak 
backward linkages. Lastly, the study concluded that there is a negative 
relationship between dependence on foodstuff exports and the impact 
of exports on GNP growth. 
Fosu* analysed the relation between exports and economic 
growth for 64 LDC, from 1960-80, and found that the positive 
relation between exports and growth, can be ascribed, to a large 
extent, to the manufactured content of exports. Though the same 
positive relation does exist for primary exports, it is statistically insignificant. 
On the contrary to the findings of Fosu^ Ukpolo^, in his study 
on 8 African LDC's, supported, albeit not to a large extent, export 
promotion hypothesis in a non-fuel primary exports context. He 
found that 1 % increase in primary exports excluding fuel, led in 
average to 0 .1% increase in product growth rate, and that there is 
a positive relation between exports' industrial content and growth 
rate, but th is re la t ion is ins ign i f i cant even at 10% level of 
con f idence . Fosu conc luded that there is c r i t i ca l level of 
development required for LDC's to avail the benefits of increasing 
industrial content of exports. 
5.4 INSTABILITY IN TRADE PROCEEDS 
In the case of Oman, among other sources of instabi l i ty 
discussed in the previous sect ion, commodity and geographical 
concentration come into the picture. It is believed that the more is 
a country's trade (exports or imports) concentrated in small number 
of goods, it is more likely that this trade, as a whole, would be a 
subject to fluctuations and disturbances. From a greater dispersion 
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in trade structure follows a great stability^ Commodity concentration, 
as a contributing factor to instability of exports' earnings in developing 
countries, can be attr ibuted to economic structure and level of 
economic development. Higher level of development is associated 
with more diversification i.e., the more industrialisation (low share of 
pr imary products in GDP) is, the more d ivers i f ied its exports 
become^ As far as geograph ica l concent ra t ion is concerned, 
Mechaely^° observed that higher the commodity concentration of 
exports, stronger the geographical concentration of these exports is 
likely to be. 
Oman's exports' receipts suffer from fluctuations in supply side 
represented by fluctuations in oil production, and in demand side 
represented by fluctuations in oil prices, which reflect various levels 
of international demand for oil, a commodity known to be of very 
low price elasticity. Minor price changes lead to large changes in oil 
revenues, which tamper with the level of economic activity and 
development planning in different phases of high and low oil prices. 
In order to get an idea about instability in some macro-economic 
variables, especially those related to trade, we employ Coppock's" 
Instability Index which is given by the following formula: 
2(l-og —— -mf 
X. 
V = 2 
log N 
The Instability Index (l-l) = antilog vVi^ g, where X, is the value of 
country's exports in year t, N is the number of years minus one, m is 
the arithmetic mean of differences between the Log of X, and X,^ ,^ X,^ ^ 
and X,^ 2- ®^c- ^^'^ V|^ g 'S the logarithmic variance of the series. 
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The l-l which provides close approximation to average year to 
year percentage variation, is applied to a number of variables 
spanning the period 1973-96 (or later), which is divided into three 
sub-periods; 1974-81, 1982-86, and 1987-96, in order to capture 
fluctuations in oil prices. The sub-periods represent high, low, and 
fluctuating oil price phases, respectively. Table 5.2 shows instability 
indices for a number of macro-economic variables, which are 
influenced directly or indirectly by the fluctuations in oil prices. If 
we consider the entire period under study we can see high 
instability in exports and re-exports, which amounted to 40.6, that is 
approximately equal to that of oil exports which recorded 40.7. This 
is attributed to the high share of oil in total exports. Since there 
are no separate data on Oman's imports of services, the services 
and private'transfers balance was used as a proxy for services 
imports, on the basis that Oman is a net importer of services, and 
that its exports of services are negligible (Oman suffers from 
chronic deficit in the above mentioned balance). The l-l of imports 
of services is high and comparable to that of merchandise imports. 
Capital account balance is used to reflect net capital movements, 
which shows exceptionally very high instability (180.9), a fact that 
reflects the strong association between fluctuations in the 
international oil market on one hand, and inflow and out flow of 
capital on the other. Merchandise imports recorded 33.8 l-l which is 
less than that of other variables, including imports of services. One 
possible reason is that, imports are indirectly affected by instability 
of oil prices and exports' earnings, the said indirect relation may 
entail slower response to short-term fluctuations. The l-l of GDP is 
identical with that of oil revenues, a phenomenon which is self-explanatory. 
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Table 5.2 
Coppock's Instability Indices 
VariabteMime Span 
Exports and Re-exports (upto 1999) 
Oil Exports (upto 1999) 
OilRevenue (upto 1996) 
Oil Production (upto 1998) 
Oil Prices (upto 1998) 
Imports (upto 1999) 
Services Imports (upto 1996) 
Capital Movements (upto 1996) 
GDP (upto 1996) 
Exports Accordino to SITC (1980-96) 
Food and live animals 
Beverages and Tobacco 
Crude Materials Excluding Fuels 
Mineral Fuels etc 
Animal, Vegetable Oil, Fat 
Chemicals 
Basic Manufactures 
Misc. Manufactured Goods 
Goods not classified by Kind 
Primary Goods 
Manufactured Goods 
Imports According to SITC (1980-96) 
Food and live animals 
Beverages and Tobacco 
Crude Materials Excluding Fuels 
Mineral Fuels etc 
Animal, Vegetable Oil, Fat 
Chemicals 
Basic Manufactures 
Machines, Transport equipment 
Misc. Manufectured Goods 
Goods not classified by Kind 
Primary Goods 
Manufactured Goods 
1973-
End 
40.6 
40.7 
47.1 
5.8 
36.8 
33.8 
35.1 
180.9 
47.1 
26.5 
122.3 
47.9 
17.3 
61 
72 
30 
81.9 
67.3 
17.4 
33 
21.3 
40.9 
33.9 
58 
54 
49 
45.2 
49.4 
40.5 
38.3 
44.6 
1974-1981 1 
(High 
Phase) 
34.7 
33.3 
38.2 
11.2 
51.7 
41.3 
10.9 
53.4 
34.4 
-
-
-
-
-
-
-
-
-
-
-
59.2 
91.8 
379.7 
82.6 
31.2 
268 
59.1 
66.5 
99.3 
58.8 
71.8 
1974-1986 
(Selected 
5 years) 
73.6 
69.5 
102.6 
5.4 
35.7 
112.2 
10.3 
24.7 
114.2 
-
-
-
-
-
-
-
-
-
-
-
38.9 
55.8 
202.2 
86.1 
28 
153.6 
39.9 
44.8 
71.1 
31.3 
48.6 
1982-1986 1982-End 
(Low (Selected 5 
Phase) 
8.1 
9 
15.3 
25.8 
5.4 
9 
18 
30.3 
12.2 
38.6 
32.6 
15.9 
9 
5.8 
93.9 
17.7 
72.1 
34.9 
9.2 
8.2 
7.6 
5.7 
6.4 
307.1 
26.6 
21.2 
14 
13.6 
35 
44.9 
32.6 
16.3 
years) 
68.6 
71 
67.2 
34.1 
45.8 
8.9 
41.8 
4069.4 
44.5 
-
-
-
-
-
-
-
-
-
-
• 
634.5 
624.7 
639.2 
613.1 
598 
602.8 
614.4 
616.6 
552 
950 
700.4 
607 
1987-
End 
21.1 
20.9 
15.7 
6.5 
19.8 
18.1 
28.6 
493.8 
15 
22.2 
90.7 
29 
18 
1.2 
33.6 
35.1 
48.7 
33.4 
17.8 
33.6 
8.9 
38.2 
30.9 
82.7 
26.9 
15.6 
19 
21.3 
8.2 
69.7 
22.4 
18.2 
* Detailed data on export* are not available prior to 1980 
SITC (4) from eiports and SITC (9) from imports could not be computed due to data llmitajons. 
Source: Authoi's Calculations. 
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Oil prices and not production seem to be the main stimulator of 
economic activity in the Omani economy. Oil production kept steadily 
increasing since the beginning of the period under investigation (see 
Table 5.3). Although there was a tendency to increase oil production 
in the low oil pr ice years in order to compensate losses in oil 
revenues, and not to disturb the projected budgets of development plans. 
One milestone in Oman's economic path is the devaluation of 
the Omani Rial in 1986 by 10.2% when oil prices dropped from 
$27.5 in 1985 to $13 in 1986 (-52.7%). Oil production was increased 
to 204 Mn bbl/year as compared to with 182 Mn bbl/year in 1985 
(+12%). Subsequently, exports dropped form RO 1717 Mn to RO 
1093 Mn (-36.3%), and imports from RO 1162 Mn to RO 980 Mn 
(-15.7%) for the same period (Table 5.7). When devaluation takes 
place, exports become cheaper and imports dearer (purchasing 
power of the domestic currency decreases). In Oman's case, the 
collapse of oil prices did not encourage foreigners to import more, 
Oman incurred huge losses in exports receipts rather. The Omani 
Rial, being pegged to a single currency vis-a-vis US Dollar, makes 
it more exposed to external shocks, and compells the government to 
take care of the stability of the Dollar value in the domestic market. 
Moreover, devaluation of the US Dollar (as in early 70's) leads to 
depreciation in the government's reserves. In addition to dependency on 
oil, exchange rate system is another flawed wall to fall back on. 
Devaluation is supposed to be a remedy for the deficit in trade 
balance, and consequently balance of payments itself. This may turn 
to be true if exports are not faced by very low elasticity of demand 
as in the case of oil, and by persistent increase in the prices of 
manufactured imports (which are the bulk of Oman's imports) from 
191 
Table 5.3 
Production,Price and International Demand For Oil 
(1973-98) 
Year 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
Oil 
Production 
(Mn bbl\y) 
107 
106 
125 
134 
124 
115 
108 
104 
120 
123 
142 
152 
182 
204 
212 
227 
234 
250 
259 
271 
285 
295 
311 
323 
330 
328 
Intemation 
Nominal al Demand % Change % Change 
Price of 
Oil($) 
3 
10 
10 
12 
13 
13 
29 
36 
34 
32 
30 
28 
28 
13 
18 
14 
17 
22 
19 
18 
16 
16 
17 
20 
19 
12 
For Oil Bn in 1 
(bbl\y) Production 
-
-
-
-
-
-
-
-
-
-
-
-
-
-
-
-
24127 
24236 
24419 
24492 
24528 
25039 
25550 
25952 
26901 
27047 
-
-1 
18 
7 
-7 
-7 
-6 
-4 
15 
3 
15 
7 
20 
12 
4 
7 
3 
7 
4 
5 
5 
4 
5 
4 
2 
-1 
in Price of 
Oil 
-
236 
0 
12 
9 
2 
126 
23 
-5 
-7 
-5 
-7 
-2 
-53 
36 
-20 
22 
29 
-17 
-1 
-11 
-5 
9 
20 
-8 
-34 
% Change in 
International 
Demand For 
Oil 
-
-
-
-
-
-
-
-
-
-
-
-
-
-
-
-
-
0.5 
0.8 
0.3 
0.1 
2.1 
2.0 
1.6 
3.7 
0.5 
Sources:first column data are talcen from Table 3.7,except for 1997&1998 
which are taken from: Monthly Statistical Buteth (March 2000), Op. dt. 
2nd column is tal<en from Tat^ 4.7.3rd column is tai<en from: Jokrt Arab 
Economic Report (1993&1999), Op. dt. 
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advanced countries (see Table 4.7). This explains how the wealth of 
the oi l- producing countries is getting depleted and nnarginalised 
against industrial imports. The trade balance surplus went down 
from RO 555 Mn in 1985 to RO 113 Mn in 1986, and the current 
account balance switched from a surplus of RO 38 Mn to a deficit 
of RO 383 Mn in the same period. 
Another dimension to look at the l-l, is the extent to which 
macro-economic variables respond to the instability in oil prices and 
revenues. Capital movement, for instance, seems to be the most 
sensitive to instability in oil prices. Comparison of l-l's between the 
high and low price phases, shows that the low prices phase is 
relatively more stable than the high prices phase, albeit with higher 
instability in oil production. When the time span is further divided 
into overlapping periods i.e., 1974-86 and 1982 onwards, and five 
years are chosen from each period, l-l's become higher within and 
among the periods. The extremely high l-l of capital movement in 
second phase is due to the fact that, the capital account balance 
dropped from surplus of RO 44 Mn in 1989, to a deficit of RO 197 
Mn in the subsequent year, and again to surplus of RO 213 Mn in 
1991 (Table 3.17). 
The l-l for exports could not be computed in the same fashion 
due to data limitations. However, the period 1980-86 was covered, 
and the sub-periods of low and fluctuating oil prices were taken 
care of. The exports l-l's were calculated according to SITC, in 
order to ascer ta in which group of goods cont r ibu te more to 
ins tab i l i t y in expor ts p roceeds. Anyway, the l- l 's should be 
understood in the light of the weightage of each good classification 
in total exports. Among the groups with highest instabi l i ty are 
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beverages and tobacco whose share in total exports is small, and 
miscellaneous manufactured goods in the bulk of which is re-exports. 
As for imports, the l-l's are generally high in the studied 
period. Among imports classifications, animal, vegetable oil and fat, 
chemicals, and machines and transport equipment, show high 
instability, while primary imports pose to be more stable than 
manufactured imports for the period 1973-98. The indices show 
more import stability in the low and fluctuating price phases, than 
in high prices phase. When a period of five years from overlapping 
time spans was considered, the l-l's became very high within and 
between the spans. One way to understand these indices, is to 
assess the strength of the linkage between particular group of 
imports and the dominant sector in the economy. Stronger is the 
linkage, higher the instability would be. 
5.4.1 COMMODITY AND GEOGRAPHICAL CONCENTRATION 
High commodity concentration (CO) in exports reflects the fact 
that a country depends on exporting few goods, generally primary 
ones, since advanced economies are more diversified, v/hile high 
CO in imports reflects the incompetence of a country in producing 
particular commodity or group of commodities. To asses CO in 
Oman we use Gini-Hirschman coefficient of concentration^^ which is 
given by the following formula: 
C„ - 100^1 ( - A _ f 
X, 
Where X^ , is the value of commodity exports (imports) in year t, and X, 
is the total exports (imports) in that year. 
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The G-H coefficient of concentration is sensitive to the number 
of goods or classification under consideration. There is a negative 
relation between G-H and number of commodities. Low G-H shows 
greater degree of diversif ication, and its maximum value is 100, 
where the country exports (imports) one commodity. However, CC 
has been calculated at one digit level of SITC where number of 
commodities is 10, and at two digit level with 62 commodities for 
the purpose of comparison. 
The G-H is calculated for the period 1973-96, for export and 
upto 1998 for imports. Table 5.4 shows striking results, CC index of 
exports is almost 100 throughout, while it is almost 99 in the case 
of impor ts , very close to the maximum l imit of the G-H 
concentration index. Since the said index is sensitive to the number 
of commodit ies, it was calculated at two digit level according to 
SITC (Revision 2) for the period 1994-98, where the number of 
goods was 62. Again there is no change in the grim picture, where 
the index stuck to 97 throughout the concerned period. 
The only conclusion which can be drawn from such shocking 
results is that, diversif icat ion which is much touted in strategic 
development planning, did not take place in any form, either in 
reducing reliance on oil exports, or in achieving self sufficiency in 
some import items. 
To ascertain the previous conclusion, a simple linear regression 
model has been used to investigate exports and imports evolution 
overtime (which reflects the degree of diversif ication). When the 
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Table 5.4 
G-H Coefficients of Commodity and Georgapiiicai Concentration 
(1973-98) 
Commodity concentration Geog. Concentration 
Year 
Exports (1 Imports 
(1 digit)* 
Imports 
(2 digits)" Exports Imports 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
99.99 
99.99 
99.99 
99.99 
99.99 
99.89 
99.89 
99.92 
99.88 
99.84 
99.83 
99.83 
99.86 
99.79 
99.82 
99.75 
99.77 
99.83 
99.73 
99.66 
99.55 
99.49 
99.54 
99.58 
na 
na 
98.42 
98.59 
98.59 
98.55 
98.55 
98.59 
98.54 
98.49 
98.49 
98.60 
98.72 
98.61 
98.65 
98.60 
98.49 
98.40 
98.45 
98.42 
98.58 
98.61 
98.58 
98.56 
98.47 
98.55 
98.60 
98.70 
97.45 
97.22 
97.32 
97.34 
97.29 
98.44 
98.23 
98.45 
98.63 
98.82 
98.98 
99.15 
98.76 
98.83 
98.46 
98.50 
98.50 
98.51 
98.39 
98.62 
98.52 
98.56 
98.46 
98.40 
98.19 
98.23 
98.18 
98.12 
98.18 
98.14 
98.00 
98.11 
97.76 
97.77 
97.84 
97.82 
97.78 
97.69 
97.88 
97.86 
97.77 
97.98 
97.93 
97.94 
97.83 
97.83 
97.79 
97.96 
97.81 
97.98 
98.12 
98.07 
98.08 
97.79 
97.82 
97.83 
98.17 
* At one digit level according to SITC. Number of goods = 10. 
•* At two digit level according to SITC. Number of goods = 62. 
Source: Author's Calculattons. Figures of imports at two digit level 
are taken from: Statistical Year Book (1999), Op. cit. 
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primary exports, in which oil forms the bulk, to total exports ratio 
was regressed on time, the following equation was obtained; 
Primary exports/Total exports = 27.05 - 0.013 Time R2=0.084 
(-1.42) 
The relation between the aforementioned ratio and time is 
insignificant even at 10% level. The same procedure was repeated 
for primary imports to total imports. The same conclusion was 
reached, and the following equation was obtained: 
Primary imports/Total imports = -0.34 + 0.000314 Time R2=0.003 
(0.25) 
Concen t ra t ions of expor ts in few count r ies , exposes the 
expor t ing country to the risk of var ia t ions of demand in the 
importing countries. High CC is believed to be associated with high 
geographical concentration (GC). As far as the measurement of GC 
is concerned, the same G-H coefficient of concentration can be 
employed, where X ,^ becomes exports (imports) to country j in the 
year t, X, becomes total exports (imports) in the year t, and C ,^ 
gives the degree of GC, which will be calculated in the same 
fashion as CC. With reference to Table 5.4, GC indices of exports 
and imports show extremely high f igure simi lar to that of CC 
indices. Such high indices ref lect that Oman depends on few 
countries in its trade which is not a healthy phenomenon. Moreover, 
the table shows that there was no improvement in geographical 
distribution of exports and imports overtime. 
5.5 TRADE AND MACRO-ECONOMIC VARIABLES 
To investigate the relationship between foreign trade variables 
on one hand, and development related macro-economic variables on 
the other, graphical illustration and preliminary single factor analysis 
198 
ate carried out, where only two variables are studied at a time, 
applying simple linear regression technique. However, the results 
should not be taken for granted and should be treated with 
caution, keeping in mind that this technique provides an idea about 
the nature and strength of relation between the two variables i.e., it 
shows association and not cause-effect relation. Moreover, taking 
only two variables at a time entails citrus paripus situation, which is 
unrealistic assumption. For example, when we assess the 
association between exports and GDP, we assume that components 
contributing to GDP other than exports are equal while they are 
not, even when we investigate the said relation after exclusion of 
exports from GDP, indirect effect of exports on other components of 
GDP is not taken care of by regression, which will only provide us 
a broad idea about the relation. 
5.5.1 GROSS DOMESTIC PRODUCT 
The growth in GDP is considered to be the most important 
indicator of economic growth, and to a large extent economic 
development. Table 5.5 shows a break- down of the GDP; it also 
shows GDP figures after exclusion of the export sector for the sake 
of comparison. Services activities are further divided into government 
and private services. When regression analysis was carried out 
(Table 5.6), the results show near perfect positive association 
between exports and GDP, and that a change by 230% in exports 
'causes' GDP to increase by 100%. When the exports were 
excluded from GDP, the result remained positive and highly 
significant, the matter which reflects the indirect effect of exports on 
the other components which are contributing to GDP growth. Such 
indirect effect cannot be neutralised by applying bivariate type of 
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Tab le S.6 
RegrMtlon Analysis RssuKs Of Trad* and Selsctad Macro-Economic Variables 
Independent Variabis Exports Imports 
% Change In 
Real Exports 
Real 
Exports 
% Change 
In Exports 
Dependent Variable 
GDP 
GDP Excluding Exports 
Agriculture 
Industry 
Services 
Govt. Services 
Pvt. Services 
Imports 
Public Revenues 
Development Exp. 
Final Consumption 
Savings 
investment 
Recurrent Exp. 
Defence Exp. 
Fiscal Deficit 
Services & Pvt. Transfers 
Balance 
Govt. Consumption 
Pvt. Consumption 
Pvt. Investment in Non-
Oil Sector 
% Change in Real GDP 
Real GDP 
RealGNP 
% Change in Capital A/C 
Balance 
0.94 
2.30 
0.83 
1.30 
0.86 
0.06 
0.81 
0.17 
0.8S 
1.26 
0.74 
0.32 
0.81 
0.95 
0.86 
0.69 
0.90 
0.74 
0.59 
0.15 
0.87 
1.70 
0.25 
0.20* 
0.71 
0.29 
0.71 
OM 
0.94 
2.60 
0.80 
OM 
0.84 
0.57 
0.83 
0.44 
0.36 
-0.27 
0.94 
-0.52 
0.85 
0.95 
0.83 
1.30 
0.68 
0.15 
0.40 
4.67 
0.83 
0.77 
0.86 
0.73 
0.29 
-2.29 
Note: The upper figures represent R^ , whHe the figures beneath them 0n bold) represent b values in the regression equation 
Y-a^bx All b estimates are staHstictMy significant at 1% leval. 
* SignHlcant at 5% ISMBI. 
Source: Authors CatculaUons. 
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analysis. Furthermore, when exports, GDP and GNP were computed in 
real terms with deflation by export price index and overall GDP deflator, 
it was observed that the degree of association remains strong, positive 
and significant. It was also observed that substantial segment of year to 
year variation in real GDP, is explained by the trend of annual 
percentage change in real exports. The results suggest that the impact 
of exports is stronger on services activities than on industrial and 
agr icul tura l act iv i t ies. It also suggests that the said impact is 
stronger on private services than on government services. This can 
possibly be interpreted by stating that the private sector is more 
sensitive and responds faster to the market requirements than its 
counterpart. Government services, on the contrary are rigid in nature 
and limited to infrastructure and social fields. 
In order to examine the evolution of the overall dependency of 
GDP on exports overt ime, a linear regression model was used. 
Annual percentage change in exports-GDP ratio was used rather 
than exports-GDP ratio itself and the fol lowing single equation 
model was obtained: 
% A X/GDP = 66.79 - 0.0328 Time R2=0.0005 
(-0.11) 
The relation between the left side of the equation and time is 
not s igni f icant at al l , a result which suggest that GDP is sti l l 
dependent on the dominant sector. 
5.5.2 PUBLIC REVENUES AND EXPENDITURES 
Oil revenues share in total government revenues ranged 
between 89.5% in 1973 and 74% in 1996 (Table 3.12). This shows 
the extent to which the Omani Government depends on Oil to meet 
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its expenditure requirements and to finance development activities. 
Glancing through Table 5.7, we f ind a d isaggregat ion of publ ic 
expenditures to recurrent, development and defence expenditures. 
Regression analysis was worked out for exports and imports on 
one hand, and public revenues and expenditures on the other. The 
results show very strong and positive relationship between exports 
and public revenues during the period under review (for period 
covered in the analysis refer to the respective table). The degree of 
association is 90% and the relationship is significant at 1% level. It 
has been found that imports, which are f inanced from exports' 
earnings, are significantly linked with exports. Further, a statistically 
s ign i f icant re lat ion does exist between imports and recurrent 
expenditures, stronger than that between imports and development 
expendi tures. This is part ia l ly explained by the high share of 
consumer goods in imports (see Table 4.10). The posit ive and 
strong association between imports and defence expenditures, is 
explained by the high imported content in the defence field. 
5.5.3 BALANCE OF PAYMENTS 
The study of balance of payments (BoP) of a country gives a 
clear idea about the economy's position and the development in 
international payments. Since Oman enjoys continuous surplus in 
trade balance, no significant relation was observed between imports 
and overall balance. Strong and positive relation was found between 
merchandise imports and imports of services (services and private 
transfers were used as a proxy for imports of services). One 
possible explanation is that, as population grows, its needs for 
goods and services increase as well. Imports of intermediate and 
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MnRO 
Year 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
Table 5.7 
Trade & Public Revenues & Expenditures 
1 Exports 
& Re-
exports 
114.9 
419.1 
489.0 
551.2 
559.4 
552.0 
787.4 
1294.0 
1822.0 
1528.0 
1470.0 
1527.0 
1717.0 
1093.0 
1463.0 
1285.0 
1564.0 
2118.0 
1873.0 
2136.0 
2063.0 
2131.0 
2332.0 
2822.0 
2934.0 
2118.0 
2780.0 
2 Imports 
85.8 
212.0 
348.0 
384.0 
393.0 
438.0 
493.0 
678.0 
833.0 
991.0 
906.0 
1013.0 
1162.0 
980.0 
756.0 
900.0 
910.0 
1076.0 
1279.0 
1500.0 
1652.0 
1543.0 
1684.0 
1818.0 
1996.0 
2240.0 
1797.0 
(1973-99) 
3 Public 
Revenue 
68.6 
303.2 
387.7 
487.3 
520.5 
502.3 
692.2 
1187.9 
1478.1 
1333.8 
1423.8 
1513.2 
1763.0 
1188.0 
1479.4 
1240.8 
1462.0 
2022.3 
1845.4 
1910.3 
1733.3 
1757.4 
1851.6 
1990.2 
2267.2 
1846.3 
1675.9 
4 5 
Recurrent Developm 6 Defence 
Exp. 
62.2* 
186.6* 
322.5* 
385.9* 
388.9* 
437.4* 
188.3* 
271.2 
335.1 
388.9 
440.6 
507.2 
599.0 
648.2 
648.5 
682.0 
760.5 
827.8 
819.7 
960.5 
989.4 
998.0 
1083.4 
1100.9 
-
-
-
ent Exp. 
29.5 
142.9 
173.0 
195.1 
145.9 
122.7 
193.1 
246.7 
317.4 
395.2 
377.1 
464.7 
533.7 
532.4 
328.8 
280.2 
270.3 
285.8 
391.7 
471.1 
477.6 
458.9 
456.9 
403.6 
-
-
403.1 
Exp. 
42** 
117.7** 
241** 
271.3** 
237.1** 
264.5** 
246.4** 
406.8 
521.9 
581.3 
670.7 
728.2 
744.9 
665.4 
583.6 
589.2 
600.6 
742.3 
643.3 
777.8 
738.2 
779.3 
776.1 
736.8 
-
-
627.0 
7 Fiscal 
Deficit 
-23.1 
-26.3 
-107.8 
-93.7 
-14.3 
-57.8 
41.8 
238.1 
254.3 
-79.1 
-123.1 
-247.1 
-152.1 
-666.0 
-97.0 
-319.7 
-182.7 
-152.5 
-8.0 
-329.2 
-489.7 
-495.5 
-479.4 
-263.5 
-
-
-418.1 
'Include expenditures of defence and national security. 
** Include de\«lopnient expenditure of civilian nature. 
Sources: columns 1&2 are taken from Table 4.1 .ttie rest are taken from Table 3.12(a) & 
3.12(b) .Public revenues figures for 1994-98 are taken from: Statistical Year Book 
(1999), Op. cit.1999 figures of public revenues.devslopment & defence 
expenditures are drawn from Monthly Statistical BuKeOn (March 2000), Op. cit. 
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MnRO 
Year 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997* 
1998* 
1999 
Table 5.8 
Trade & Balance of Payments 
1 Exports 
& Re-
exports 
114.9 
419.1 
489.0 
551.2 
559.4 
552.0 
787.4 
1294.0 
1822.0 
1528.0 
1470.0 
1527.0 
1717.0 
1093.0 
1463.0 
1285.0 
1564.0 
2118.0 
1873.0 
2136.0 
2063.0 
2131.0 
2332.0 
2822.0 
2934.0 
2118.0 
2780.0 
(1973-99) 
2 Imports • 
85.8 
212.0 
348.0 
384.0 
393.0 
438.0 
493.0 
678.0 
833.0 
991.0 
906.0 
1013.0 
1162.0 
980.0 
756.0 
900.0 
910.0 
1076.0 
1279.0 
1500.0 
1652.0 
1543.0 
1684.0 
1818.0 
1996.0 
2240.0 
1797.0 
Service 
&Pvt. 
rransferes 
-57.8 
-153.4 
-153.6 
-170.6 
-154.3 
-144.3 
-169.1 
-196.6 
-272.3 
-331.8 
-440.0 
-477.0 
-517.0 
-505.0 
-406.0 
-519.0 
-526.0 
-567.0 
-654.0 
-806.0 
-805.0 
-863.0 
-911.0 
-1044.0 
-960.0 
-1012.0 
-
Capital 
A\C 
Balance 
5.7 
-35.6 
97.5 
101.5 
136.5 
14.4 
57.4 
63.1 
115.2 
101.0 
257.0 
254.0 
144.0 
323.0 
•43.0 
134.0 
44.0 
-197.0 
213.0 
117.0 
48.0 
96.0 
-27.0 
-34.0 
78.0 
267.0 
-
Overall 
Balance 
-29.2 
-12.4 
-1.5 
4.4 
57.8 
-33.5 
102.7 
323.4 
281.0 
293.3 
213.0 
126.0 
-1.0 
-295.0 
72.0 
-147.0 
138.0 
147.0 
230.0 
49.0 
-335.0 
-249.0 
-190.0 
-31.0 
265.0 
-583.0 
-
Sources:Balance of payments' figures are drawn from: Statistical 
Year Book (1999), Op. cit..Columns1&2 are taken from 
TaWe 4.1. The rest are taken fromTable 3.17. 
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capital goods which are meant for investment, entail imports of 
services of skilled manpov\/er in order to utilise these resources, 
since Oman lacks such type of human resources. 
A l though di rect re lat ion between exports and net capi ta l 
movements was not detected, strong and highly significant relation 
was observed between annual growth rates of exports and year to 
year f luctuation of inflow and outflow of capital, represented by 
capital account balance. This result does tally with the conclusion 
drawn from the previous discussion on instability. 
5.5.4 CONSUMPTION 
Consumpt ion is one of the most important aggregates in 
national accounting, particularly in developing countries, and it is widely 
used as an ind icator for deve lopment . Mass consumpt ion is 
considered to be a measure for welfare and a crucial stage in the 
development path. 
When the re la t ions be tween expo r t s , impor ts and f ina l 
consumpt ion were invest igated, it was found that both exports 
and impor ts are l inked pos i t i ve l y and s i g n i f i c a n t l y to f ina l 
consumpt ion . Moreover, it was found that the assoc ia t ion is 
stronger in the case of imports , than in the case of exports. 
Exports earnings are used indirect ly to meet the imports bi l l , 
while imports, a large proport ion of which is consumer goods, 
are l i nked d i rec t l y to f i na l c o n s u m p t i o n . When the f ina l 
consumption was further divided into government and private, it 
was observed that imports stimulated consumption in the private 
sector, more than that of the government sector. This suggests 
that consumer goods constituted the majority of private imports, while 
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MnRO 
Year 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
Table 5.9 
Trade & Consumption 
(1973-96) 
1 Exports 
& Re-
exports 
114.9 
419.1 
489.0 
551.2 
559.4 
552.0 
787.4 
1294.0 
1822.0 
1528.0 
1470.0 
1527.0 
1717.0 
1093.0 
1463.0 
1285.0 
1564.0 
2118.0 
1873.0 
2136.0 
2063.0 
2131.0 
2332.0 
2822.0 
( 
2 Imports 
85.8 
212 
348 
384 
393 
438 
493 
678 
833 
991 
906 
1013 
1162 
980 
756 
900 
910 
1076 
1279 
1500 
1652 
1543 
1684 
1818 
3 Final 4Pvt. 5 Govt. 
Donsumpt Consumpt Consumpt 
ion 
103.6 
246.8 
344.1 
422.5 
514.7 
583.2 
691.7 
1235.7 
1403.4 
1689.8 
1800.9 
2040.5 
2252.1 
2370.7 
2196.2 
2455.9 
2562.2 
3056.1 
3342.7 
3565.8 
3721.3 
3775.3 
4062.2 
4271.4 
ion 
40.6 
49.6 
115.1 
117.6 
203.9 
271 
308.6 
316.9 
590.6 
794.7 
802.2 
938.5 
1171.7 
1020 
929.6 
1179.8 
1269.6 
-
-
• 
-
-
-
-
ion 
63 
197.2 
229 
243.5 
223 
250 
283.5 
409.6 
656.4 
715.2 
779.8 
808 
894.1 
929 
913.7 
956 
975.6 
-
-
• 
-
-
-
-
Sources: 1st&2nd column are taken from Table 4.1 .Column 3 is 
taken from Table 3.18, except for 1973-79 which are taken from: 
Statistical Year Book |'1978&1984).Pvt.&govt. consumption figures 
are drawn from: SYB 1978 & various issues of Five-Year Plans. 
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intermediate and capital goods had larger share in government 
imports, which are channelled towards infrastructure and oil sectors. 
Inasmuch as the weal th of Oman is unrenewab le , more 
consumpt ion and less savings, or malmanagement of exports 
earnings land the economy in unfavourable circumstances. Income 
from oil is what to be consumed, not oil per se. 
5.5.5 SAVINGS AND INVESTMENT 
The ro le wh ich is p layed by i nves tmen t in deve lop ing 
count r ies is v i ta l ; s ince all dynamic fac tors such as growth , 
development and structural changes are derived from investment. 
Investment assumes greater role in oil economies . Adequate 
savings are expected to motivate private investment in non-oil sector, 
and therefore, transform the structure of the economy by converting 
the u n r e n e w a b l e and d e p l e t a b l e resources to renewab le 
resources, to achieve sustainable developmental 
It was found that both exports and imports are positively associated 
with investment, and that stronger weightage is attached to the later. 
This may be attributed to the fact that, although significant portion 
of imports is channelled towards consumption, the rest is channelled 
towards intermediate and capital goods (Table 4.10). The results 
also suggest significant and positive relation between imports and 
private investment in the non-oil sector, a healthy phenomenon 
which is to be taken care of. It may be noted that high oil revenues 
attract new investors, while imports of non-oil related commodities are 
undertaken by private sector; since oil sector is owned by the 
government. However, no direct relationship was observed between 
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Table 5.10 
Trade, Savings and Investment 
(1973-96) 
Year 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1 Exports 
& Re-
exports 
114.9 
419.1 
489.0 
551.2 
559.4 
552.0 
787.4 
1294.0 
1822.0 
1528.0 
1470.0 
1527.0 
1717.0 
1093.0 
1463.0 
1285.0 
1564.0 
2118,0 
1873.0 
2136.0 
2063.0 
2131.0 
2332.0 
2822.0 
2 Imports 
85.8 
212.0 
348.0 
384.0 
393.0 
438.0 
493.0 
678.0 
833.0 
991.0 
906.0 
1013.0 
1162.0 
980.0 
756.0 
900.0 
910.0 
1076.0 
1279.0 
1500.0 
1652.0 
1543.0 
1684.0 
1818.0 
3 Gross 
. National 
Savings I 
-
-
-
313.9 
301.9 
252.9 
460.5 
737.2 
999.1 
846.1 
834.8 
841.6 
939.4 
436.7 
844.5 
355.6 
635.4 
1029.9 
595.0 
613.0 
448.3 
427.0 
532.0 
778.9 
5 6 
Govt.lnves Govt.lnves 
4 Gross 
Capital 
Formation 
44.4 
174.1 
258.0 
321.2 
310.8 
281.0 
318.0 
442.2 
573.1 
686.1 
709.8 
803.6 
900.4 
819.7 
518.5 
489.6 
507.4 
554.8 
655.0 
783.0 
842.3 
782.0 
795.0 
818.9 
tment in 
Oil 
Activities 
29.9 
142.8 
208.0 
260.8 
229.9 
190.1 
217.0 
82.9 
83.9 
107.0 
91.1 
100.9 
111.3 
180.9 
99.8 
90.4 
103.6 
124.5 
165.2 
171.0 
181.9 
181.5 
190.2 
205.6 
tment in 1 
non-Oil 
Activities 
* 
* 
* 
* 
* 
* 
* 
234.4 
320.0 
388.1 
437.4 
538.8 
575.5 
449.3 
281.0 
253.7 
185.8 
188.0 
248.2 
330.7 
318.3 
302.7 
300.2 
222.8 
7Pvt. 
Investment i 
in Oil 
Activities 
14.5 
31.3 
50.0 
60.4 
80.9 
90.9 
101.0 
73.0 
98.3 
125.9 
98.0 
131.8 
123.0 
133.3 
81.5 
84.5 
79.0 
117.5 
118.5 
121.4 
147.1 
121.3 
118.8 
145.9 
8Pvt. 
Investment 
in non- Oil 
Activities 
* 
* 
* 
* 
* 
* 
* 
51.9 
70.4 
17.5 
70.4 
1.6 
58.5 
22.7 
28.3 
45.2 
123.9 
108.9 
106.4 
114.6 
175.3 
163.4 
157.6 
221.5 
* included in column 5&7. 
source :Column 1&2 are taken from Table 4.1. Savings figures are drawn from Table 3.18 .except for 
1976-79 which are from SYB (1984), Op. cit. The rest are taken from Table 3.19, except for 
1973-78 which are from SYB (1978),and 1979 from: 2nd Five-Year Plan, Op. Cit. 
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exports and government investment, as v\/ell as between imports and 
government investment in oil sector. As far as savings are 
concerned, exports earnings movements seem to explain only 20% 
of change in savings. This may be ascribed to high propensity to 
consume, which was discussed in the previous section. 
5.5.6 SOCIAL SECTORS^^ 
Human welfare is the ult imate aim of development. In this 
respect Oman's achievement is commendable. Although full time 
series data are not available for social indicators for the purpose of 
in-depth analysis, a comparison between levels of social development 
in early 70's and today gives an idea about the steady improvement 
in these fields over the last three decades or so. Social development 
is a cumulative process which is not expected to fluctuate in response 
to short-run variations in the economy, since it is a long-run investment. 
Public expenditures on basic social services was estimated to be 
6% of the GDP in the period 1989-94^^ The per capita share of 
private final consumption increased from RO 878 Mn in 1980 to RO 
1205 Mn in 1995. In a recent development, public expenditure for 
1999 was projected to be less than in 1998, it was reduced from RO 
2.307 Bn to RO 2.156 Bn, and the current expenditure was reduced 
by 7%. Nevertheless, education, health, social security and public 
services have not been cut back^®. 
Education and health are crucial components of investment in 
order to enhance human capital. Stupendous improvements took place 
in the former as the number of government and private schools 
increased from just three in 1970 to 1041 in 1995, and the number 
of students grew from 909 to 501.3 thousand in the same period. 
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The total enrollment of Omanis in elementary schools was 92.3% in 
1995. As far as health is concerned, the number of population per 
bed decreased at a spectacular pace from 54833 in 1970 to 485 in 
1995, while number of population per doctor went down from 1975 to 
844 during the period 1980-95. Infant mortality rate per 1000 live 
births dropped from 64 to 20 in the same period, and life expectancy 
at birth increased from 49.3 years in 1970 to 67.4 years in 1995. 
Water and electr ic i ty consumption levels are indicators for 
economic prosperity and social welfare. Number of water connections 
increased from 456 to 88,100 during the period 1970-95, while 
number of electrical connections went up from 1000 to 335,100 in the 
same period. According to the final results of the General census of 
populat ion, houses and establishments for 1993, 80% of Oman! 
families own private houses. Generally speaking, social development 
started from very low level before three decades also, to reach 
satisfactory levels at present. 
5.6. CONCLUSION 
Heavy reliance on petroleum exports is an axiom of the Omani 
economy, which has to be seriously addressed by planners and policy 
makers, in order to diversify the economy and to widen its productive 
base. A goal if achieved, will enable the economy to stand on a safe 
and firm ground, and will put it on the firm path of development through 
using the huge oil revenues to establish heavy industries that have the 
potential to replace imports. However, the steps which will be adopted to 
accomplish such a great goal, should not tamper with market forces. 
221 
High concentration of primary content in exports in addition to 
geographical concentration, are among the factors that contribute to 
instability in export earnings, and subsequently in imports and 
development planning. GDP and public revenues are highly correlated 
v\/ith exports earnings. All the macro-economic variables work in tune with 
oil revenues, and they are affected directly or indirectly by variations in 
the international oil market. As far as social sectors are concerned, 
Oman performs fairly well. Social development started from practically 
zero level in early 70's, to reach satisfactory levels in recent times. 
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Appendix 5.1 
FORTRAN Programme to Calculate 
Coppock's Instability Index 
DIMENSION X{30) 
CHARACTER*30 HDG,INFILE*12,0UFILE*12.HDGr30 
WRITE(* *)'DATA FILE NAME ' 
READ(M08)INFILE 
WRITEr,*)'RESULT FILE NAME ' 
READ(M08)OUFILE 
READ(M11)HDG1 
111 FORMAT(A30) 
108 F0RMAT(A12) 
0PEN(UNIT=8,FILE=INFILE,STATUS='0LD') 
0PEN(UNIT=5,FILE=0UFILE,STATUS='NEW') 
WRITE(* *)'N0. OF GROUP' 
READ(*,*)NG 
D0 5I=1,NG 
READ(8,101)HDG 
101 FORMAT! A30) 
WRITE(6,105)HDG,HDG1 
105 FORMAT(3X,A30/3X,A30/30C ')) 
SM=0.0 
NM=0 
\A.OG=0.0 
WRITE(M09VNO. OF YEAR OF GROUP',HDG 
109 FORMAT(X,A30) 
READr,*)NY 
D0 6J=1,NY 
READ(8,*)X(J) 
6 CONTINUE 
D0J=1,NY-1,2 
AM1=LOG(X(J))/2.302686 
AM2=L0G(X( J+1 ))/2.302585 
AM=AM1-AM2 
NM=NM+1 
SM=SM+AM 
END DO 
BARM=SM/NM 
D0J=1,NY-1,2 
VAL1 =LOG((X( J+1 ))/X(J))/2.302585 
VL0G=VL0G+(VAL1 -BARMr2 
END DO 
VL0GF=VL0G/(NY-1) 
A=SQRT(VLOGF) 
B=EXP(A*2.302585) 
C=(B-1)*100 
WRITE(5,102)VLOGF,A,B,C 
102 FORMAT(4X,4(F12.6,X)) 
5 CONTINUE 
STOP 
END 
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Appendix 5.2 
FORTRAN Programme to Calculate 
G-H Commodity Concentration Index 
DIMENSION X(30,70),SUM1(30),SUM2(30),SUMAC(30),SUMXT(30), 
1SUMXTS(30),barm(30),vlogf(30),a(30),b(30),c(30) 
CHARACTER*30 HDG,INFILE*12,0UFILE*12 
WRITE(*,*)'DATA FILE NAME' 
READ(M08)INFILE 
WRITEr,*)'RESULT FILE NAME ' 
READ(M08)OUFILE 
108 F0RMAT(A12) 
0PEN(UNIT=8,FILE=INFILE,STATUS='0LD') 
0PEN(UNIT=5,FILE=0UFILE,STATUS='NEW') 
WRITEr,*)'N0. OF GROUP' 
READ(*,*)NG 
D0 5I=1,NG 
READ(8,101)HDG 
101 FORMAT(3X,A25) 
WRITE(5,105)HDG 
105 FORMAT(A30/30('_')) 
SM=0.0 
NM=0 
VLOG=0.0 
WRITE(M091)'NO. OF YEAR OF GROUP'.HDG 
1091 FORMAT(X,A30) 
READ(*,*)NY 
WRITE(* *)'N0. OF C O L ; 
READ(*,*)NC 
D0 6J=1,NY 
READ(8,109)(X( J,K),K=1 ,NC),SUMAC( J) 
109 FORMAT(13(X,F9.0)) 
6 CONTINUE 
D0K=1,NY 
SUMXT(K)=0. 
SUMXTS(K)=0. 
D0J=1,NC 
SUMXT(K)=SUMXT(K)+(X(K,J)/SUMAC(K)r2 
END DO 
SUMXTS(K)=SUMXT(Kr.01 
END DO 
D0J=1,NY 
WRITE(5,102)SUMXTS(J) 
102 FORMAT(4X,4(F12.6,X)) 
END DO 
5 CONTINUE 
CLOSE (8) 
CL0SE(5) 
STOP 
END 
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Appendix 5.3 
FORTRAN Programme to Calculate 
G-H Geographical Concentration Index 
DIMENSION X(30,70),SUM1 (30),SUM2(30),SUMAC(30),SUMXT(30), 
1SUMXTS(30),barm(30),vlogf(30),a(30),b(30),c(30),NC(26) 
CHARACTER*30 HDG,INFILE*12,0UFILE*12 
WRITE{*,*)'DATA FILE NAME' 
READ(M08)INFILE 
WRITE(* *)'RESULT FILE NAME ' 
READ(M08)OUFILE 
108 F0RMAT(A12) 
0PEN(UNIT=8,FILE=INFILE,STATUS='0LD') 
0PEN(UNIT=5,FILE=0UFILE,STATUS='NEW') 
READ(8,101)HDG 
101 FORMAT(3X,A25) 
WRITE(5,105)HDG 
106 FORMAT(5X,A30/30('J))' 
1091 FORMAT(X,A30) 
D0 6j=1,26 
READ(8,*)SUMAC(J),{X(J,K),K=1,NC(J)) 
109 FORMAT(13(X,F9.0)) 
6 CONTINUE 
DOK=1,26 
SUMXT(K)=0. 
SUMXTS(K)=0. 
D0J=1,NC{K) 
SUMXT(K)=SUMXT{K)+(X(K,J)/SUMAC(K)r2 
END DO 
SUMXTS(K)=SUMXT(Kr.01 
END DO 
DOJ=1,26 
WRITE(5,102)SUMXTS(J) 
102 FORMAT(4X,4(F12.6,X)) 
END DO 
CLOSE (8) 
CL0SE(5) 
STOP 
END 
CHAPTER SIX 
SUMMARY AND CONCLUSIONS 
Export-growth hypothesis has been given considerable importance by 
economists and policy makers. Some optimistic economists have 
regarded foreign trade as 'engine of growth'; while it has been 
considered as handmaiden to growth by others. A third school of thought 
has attached little importance to free trade considering that trade 
between developing and developed countries is an exchange between 
unequals. Each group of economists have put forward convincing 
arguments in support of their contention, and numerous emprical studies 
have been undertaken on different groups of countries, developed and 
developing. It is, however, important to mention that the debate is still 
inconclusive, particularly, in the context of developing countries in view of 
their typical characteristics of underdevelopment and the prevailing world 
economic order. 
Notwithstanding limitations, the purpose of the present study is to 
analyse in some depth various aspects of Oman's foreign trade. More 
specifically the endeavour is to : (i) analyse trends of growth of Oman's 
foreign trade; (ii) examine the sources of instability and problems of 
exports in a single resource economy; (iii) assess the impact of foreign 
trade of development; and (iv) suggest the ways and means of reducing 
excessive reliance on petroleum. The study essentially covers a period 
of 27 years from 1973 to 1999 and an effort has been made to 
incorporate the latest statistics into the evaluation. It is a statistical-cum-
analytical study essentially examining trade-development relationship, 
since the Omani economy is basically an 'oil economy'; the bulk of 
which is exported and its revenues are utilised for development purpose. 
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A summary of the important findings is presented in this chapter in 
order to give a more concise picture. 
The Omani economy suffers from structural weakness reflected by 
exclusive dependence on a single depleteable resource and by narrow 
productive base. Primary goods in general and oil in particular face very 
low elasticity.of demand, therefore, such type of economies is exposed 
to external shocks and fluctuations in production and prices. This leads 
to instability in export earnings which in turn disturb development 
budgeting and planning. The said circumstances have highlighted 
diversification as the only hope to get rid of the vicious circle of 
reliance on exports of crude oil, and to broaden the productive base of 
the economy by investing in the non-oil sector. Although oil revenues 
have the potential to transform the structure of the economy, challenges 
as lack of skilled native manpower, high defence expenditure, dwindling 
oil revenues, weak linkage between sectors and incompetitiveness in the 
global market hamper the transformation process. Since the inception of 
development planning in Oman in 1976, diversification, in addition to 
improvement of the standard of living and quality of life, were the broad 
strategic goals. Dominance of oil in exports and government revenues 
led to internal and external structural imbalances (public and BoP 
deficits). In 1998, oil sector accounted for one-third of GDP, 90% of 
export earnings and two-third of budget revenues. Such heavy reliance 
on oil compelled the government to devalue its currency by 10.2%, and 
to reduce its budget by 10% in 1986 due to the fall of oil prices by 
50%. If we consider the contribution of non-oil sectors to GDP, we see 
that agriculture and fishing formed 2.5% of it, while industry's share in 
GDP was 7.5% (1996). Service sector contribution to GDP was as high 
as 49.7% in 1996, of which 25.6% are government services and 74.4% 
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(1995) are private services. The above figures exhibit many distinctive 
characteristics of their own. For instance, the high contribution of service 
sector to GDP is suggested to be a sequel of Dutch Disease, which 
leads to increase of domestic services' prices relative to domestic 
tradeable goods, whose production becomes less profitable. 
From different starting points, the conclusion of oil dominance can 
be reached. Public sector is the leading sector of the economy and it 
is heavily dependent on oil revenues. Moreover, the economy as a 
whole is dependent on public expenditure which is vulnerable to the ups 
and downs of the international oil market. For example, government 
revenues grew at the rate of 290.5% between 1973 and 1974 when the 
so-called oil shock took place. Relatively speaking, oil contribution to 
total public revenues amounted to 74% in 1996, while gas contribution 
was as little as 2.8%. In 1998, oil prices experienced historical fall and 
$2 Bn loss was witnessed in export earnings. Moreover, this is not the 
end of the story, public expenditure is characterised by high expenditure 
on defence and national security, as well as by high civilian recurrent 
expenditure. The former's share in total expenditure averaged 42.8% in 
1980-96, while the later constituted 48.8% of the total in 1996. The 
government is responsible for the development process since it is the 
owner of all resources. Development expenditure declined from 34.9% of 
total in 1975 to 17.9% in 1996. Finally, it may be noted that the budget 
suffers from persistent deficit except for few years when the revenues 
were exceptionally high as a result of prosperous oil prices. The 
government meets deficit through loans, issuance of government bonds 
and withdrawal from SGRF. Loss of revenues caused by the fall in oil 
prices, combined by inability of the government to raise revenues from 
non-oil sources, contributed to increasing public debt which register 
25.9% of GDP (1995) of which 72.6% is external. 
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Since oil is a non-renewable resource, savings assume more 
importance. If consumption is more than savings, or if savings are 
channelled towards unproductive activities, next generation will suffer. It is 
important to point out that sizable segment of oil revenues is spent on 
current consumption. Moreover, the economy suffers from the lack of private 
investment due to the dominance of public spending, and from the lagging 
of national savings behind domestic savings because of expatriate labour 
remittances. Recent trend shows persistent gap between savings and 
investment, it also shows that GNP share of national savings is inadequate 
and far below optimum level suggested by WB. 
Oman follows liberal trade policy in general. While there is no 
quota or licence system for exports, imports are subject to licensing but 
not quota. Imports are either exempted from duties, or they are liable to 
nominal ones. Importers can acquire foreign exchange directly from the 
market since there is no forex budget. In 1996, Oman applied for WTO 
membership. This entails that Oman has to conform with WTO 
requirements such as reducing custom tariff, protection of intellectual 
property rights and abolishing subsidies to agro-products. The later 
obligation will lead to increase in imported food stuff prices. It is worth 
mentioning that oil does not come under any WTO arrangement or 
obligation. Trade GDP ratio is used as a measure for globalisation. 
Statistics show that the said ratio kept above 100 in 1973-79, while it 
declined to 80% in 1998. The figures show that the Omani economy is 
ultra outward-oriented. It is argued that LDG's experienced deterioration 
in the prices of exports of their primary goods, against manufactured 
imports from advanced countries. The study of growth rates of ToT 
between developed and developing countries supports this argument. 
Moreover, it shows that oil exporting countries are the most affected. 
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Trend analysis shows worsening in ToT of Oman, whereas increment in 
oil prices grew at decreasing rate, and import prices escalated steadily. 
High share of primary exports and manufactured imports are the 
structural features of the trade in Oman. Oil formed 90% of exports in 
the period 1973-96, while re-exports share in total rose from 1.3% in 
1976 to 16.4% in 1999. Export-GDP ratio dropped from 65% in 1974-
81 to 47% in 1982-86, and further to 44.3% in 1987-97. It is to be 
noticed that primary exports as per cent of total amounted to 82.3 in 
1994. While the bulk of exports is primary goods, imports, on the 
contrary, consist of 70% (1974-96) manufactured goods. Consumer 
goods share of total imports averaged around 50% in 1975-85. In 1985, 
consumer, intermediate and capital goods accounted for 47.3%, 28.9% 
and 23.8% of total imports, respectively. It is noteworthy that imports-
GDP ratio declined from 41.3% in 1974-81 to 32.2% in 1982-86 and 
further to 29.2% in 1987-97. 
Composition of trade reflects marginal contribution of goods other 
than oil to the export sector. It suffices to draw the attention to the fact 
that oil exports as per cent of total averaged 91 in 1973-96, while food 
and live animals contributed as little as 0.5-2.5% in the same period. 
Beverages and tobacco formed 2.4% of exports in 1993. As for re-
exports, their share in total exports recorded 16.4% in 1999, of which 
67.6% (1998) are manufactured commodities. Inasmuch as the economy 
is characterised by narrow productive base, it is expected to be 
dependent on imports specially manufactured goods, whose share in 
total averaged 70% in 1973-96, where machines and transport 
equipment accounted for 3 1 % , 46% and 41.5% in 1973, 1983 and 
1996, respectively. This category basically includes machinery specialise 
for particular industries and road vehicles. Basic manufactures such as 
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rubber, textile products, steel and iron accounted for 16.3% of total 
imports in 1996. Among other import classifications are food and live 
animals whose share in total was 18.6% in 1987, and miscellaneous 
manufactured goods which registered 15.2% of total in 1996. 
The industrial countries' share in exports recorded 100% in 1969 
i.e., two years after the first customer shipment of oil took place. The 
said share declined to 84.9% in 1981 and averaged 61.5% in 1982-89. 
In 1990, the year in which Gulf War II took place, the mentioned share 
fell drastically to 18.8%. However, it is noticed that Oman has weak 
trade connections with Africa, Europe (other than industrial countries) 
and Western Hemisphere, while it enjoys strong links with Asia. As far 
as regional direction of imports is concerned, industrial countries again 
have the largest share, where Oman imported 80% of its needs from, in 
1969-72. The said share declined to 6 1 % in 1974-82 and further to 
54.3% in 1994. A sizable segment of imports comes from GCC 
neighbouring countries, while imports from Middle East ranged between 
16.9-32.7% of total in the period 1979-95. Oman's imports from regions 
other than the aforementioned are marginal. 
Among major export partners is Japan which received more than 
30% of exports in 1974-98, with the years 1986-90 as an exception 
when it received 2.5% of the total only. Exports to the US ranged 
between 2.3-16% of the total in 1975-98, and they averaged 5% in 
1990-98. Singapore's share of exports averaged 21.7% in 1982-85 then 
declined to the range of 1.8-7.5% in 1986-98. A substantial portion of 
exports (23.9% in 1992) found its way to Korea. New trends show 
significant movement of exports towards China (18.8% in 1997) and 
Thailand (22.8% in 1998). It is important to mention that UAE was the 
largest export partner in 1986-90 with a share as high as 45.3%. Major 
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import partners are UAE, USA, Japan and UK. Imports from UAE 
ranged between 14% and 29.1% in 1974-98, while they ranged between 
5% and 9.6% for USA in the same period. Oman imported more than 
one- fifth of its needs from Japan in 1981-85. With regard to UK, its 
share of imports recorded an average of 9.6% in 1990-98. 
Oman enjoys TB surplus with japan, which crossed $ 1 Bn in some 
years, while TB with USA showed surplus in 14 years during 1974-98. 
Oman's TB with UK witnessed persistent deficit throughout the period 
under investigation (1974-98), the same as for TB with UAE except for 
the period 1986-90 where TB surplus crosses $ 1 Bn. Since 1988, 20% 
of UAE exports finds its way to Oman. 
The economies of GCC countries share almost the same features. 
It was found that the evolution of their economies was little affected by 
the decline in oil prices and revenues, and that budget deficits were 
financed largely by past surpluses. A strong association was observed 
between manufacturing, goods sectors, transportation and services 
sectors on one hand, and oil revenues and government spending on the 
other. It was also found that even in the absence of economic shocks, 
economic sectors tend to grow faster than oil revenues and slower than 
government spending. Further, the results show that oil revenues tend to 
grow a slower pace than GDP, and that the impact of government 
spending multiplier is less than that of oil revenues. 
Dominance of primary sector is a prominent feature of developing 
economies. It is believed that LDC's face deterioration in their ToT and 
uncertainity in international market, as a consequence for high primary 
content in their exports which face low elasticity of demand. Some 
studies revealed that a uni-directional causality runs from recent and 
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past deviations in export earnings, to recent deviations in national 
income. They also revealed that agreements to stabilise exports 
earnings have adverse effect specially if instability is of domestic origin. 
Commodity and geographical concentration are believed to be of 
destabi l is ing impact on t rade. It was observed that commodity 
concentration is associated with economic structure and level of 
development, and that high commodity concentration is assocaited with 
high geographical concentration. Coppock's instability index (l-l) was 
calculated for a number of macro-economic variables for three distinctive 
intervals of high, low and fluctuating oil prices. It was found that l-l is 
high for most of the variables under investigation. The highest l-l's were 
recorded for exports earnings, net capital movements, oil prices and 
revenues (oil production shows low l-l), while imports, being indirectly 
f inanced by export earnings, showed less instability. Under such 
circumstances of uncertainity, there was a tendency to increase 
production of oil in the years of low oil prices, in order to compensate 
revenues losses and not to disturb projected budgets of development 
plans. The collapse of oil prices in 1986 compelled the Omani 
government to devalue its currency. The devaluation could not remedy 
BoP deficit, because oil is faced by very low elasticity of demand and 
because the industrial imports of Oman, which have the biggest share in 
total, experience persistent escalation. However, l-l highlights the extent 
to which macro-economic variables respond to instability in oil prices. As 
far as the measurement of concentration is concerned, G-H coefficient of 
concentration shows extremely high commodity as well as geographical 
concentration. That is to say that Oman depends on very few goods in 
its trade, and on few countries in its trade relations. Moreover, the 
figures show no improvement overtime, which means that Oman 
achieved neither diversification nor self reliance. 
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In order to assess the association between exports and imports on 
one hand, and development related macro-economic variables on the 
other, simple linear regression model was employed. The analysis shows 
highly significant positive relation between exports and GDP. The said 
relation remains significant even after excluding exports from GDP. When 
exports, GDP and GNP were computed in real terms, the analysis 
ascertained the previous results and showed that significant per cent of 
movements the real GDP is explained by real exports variation. 
Furthermore, the analysis suggests that the impact of exports is larger 
on service sectors than on agricultural and industrial sectors, and that 
the said impact is stronger on private services. When the annual 
percentage change in export-GDP ratio was regressed on time, the 
trend did not show a decline in overall dependency of GDP on the 
dominant sector. 
The government depended always on oil revenues to meet its 
expenditures and to finance development plans. Oil revenues contributed 
89.5% of the total in 1973, and 74% in 1996. Strong association was 
observed between exports and public revenues, as well as between 
exports and imports since the later is financed through earnings of the 
former. Imports are significantly associated with recurrent expenditure, 
and to less extent, to development expenditure. This may be attributed 
to high share of consumer goods in imports. As for defence, the high 
imported content explains the strong relation between imports and 
defence expenditure. 
Oman enjoys continuous TB surplus. This is possibly the reason for 
which significant relation was not observed between imports and overall 
balance of BoP, which suffered deficit in many years including that of 
high oil revenues. Imports of merchandise goods are positively linked 
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with that of services. This may be elaborated by the fact that Oman 
imported intermediate and capital goods for the development process, at 
the same time it invited foreign expertise to make use of these imports. 
It is noteworthy that expatriate labour remittances, in addition to profit 
remittances of PDO foreign partners, are major contributors to the deficit 
in services and private transfers account balance. Direct relation could 
not be detected between exports and net capi ta l movement. 
Nevertheless, significant magnitude of deviations in inflow and outflow of 
capital is explained by exports fluctuations. 
Final consumption is positively linked with both exports and imports, 
since exports earnings meet imports bill. This is reflected by the fact 
that the said linkage is stronger in the case of imports. Moreover, the 
association is stronger between imports and private consumption than 
between imports and government consumption. This suggests that 
consumer goods constituted the majority of private imports, while 
intermediate and capital goods had larger share in government imports 
which are channelled towards infrastructure and oil sectors. 
Savings assume critical importance in a single resource economy. 
Adequate savings are expected to motivate private investment in non-oil 
sector, and therefore, transform the structure of the economy. It was 
found that exports explains 20% of savings and that both exports and 
imports are positively associated with investment, as high oil revenues 
attract new investors to the oil sector, while imports of non-oil related 
goods are undertaken by private sector (oil sector is owned by the 
government). This explanation is supported by regression analysis which 
reveals positive and significant relation between imports and private 
investment in non-oil sector. 
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Oman's achievement in the fields of education, health, social security 
and public services is commendable. The total enrollment of Omanis in 
elementary schools was 92.3% in 1995. Health indicators improved 
substantially, the number of population per bed decreased from 54,833 in 
1970 to 485 in 1995. It is, therefore, heartening to find that the Government 
of Oman has accorded due important to social sectors which will ultimately 
pave the way for self-reliance and sustainable development. 
To sum up, the present study reveals that the desire of the 
Government of Oman to diversify its productive base and reduce 
dependence on petroleum exports, via trade-development strategy has 
not met with real success, though some positive developments in the 
form of infrastructural development and 'welfare state' measures have 
definitely been observed. 
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